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THE EDITORSHIP 


Wirtu this issue of the Economic Journat, Lord Keynes 
ceases to be its Editor.. So ends the association which began in 
1911, when Maynard Keynes, elected only two years before a 
Fellow of King’s College, Cambridge, and newly returned from 
the India Office to academic life, succeeded Edgeworth, the first 
editor. From 1911 until the end of 1944 there was never a break. 
From 1919 Edgeworth returned to harness as joint editor; he 
was succeeded by D. H. Macgregor in 1926 and by Austin Robinson 
in 1934, first as assistant editor, more lately as joint editor. But 
neither the preoccupations of two wars, nor his illness in 1937-8, 
prevented Lord Keynes from retaining both the effective direction 
and the detailed editing of the JouRNAL. 

That editing has been far more than a nominal control of 
what was to be published. A whole generation of economists 
would testify to the influence which he exercised with his meticu- 
lous, but always constructive, criticism. None but the authors in 
the secrecy of their own hearts (and perhaps not even they) can 
know how much of what was ultimately printed was their own, 
and how much had sprung from the lively ingenuities of his mind. 
It was to the young and promising that he was particularly lavish 
in his help, and to-day (no longer so young) they remember that 
aid with gratitude. 

The close editorial association is, to our great regret, at an end. 
But Lord Keynes’ guiding hand will still, we hope, be available. 
The Council propose to nominate him for the office of President 
for the ensuing term, and from the chair his advice and help will 
be our stand-by. 

The Council has appointed Mr. R. F. Harrod joint editor with 
Mr. Austin Robinson. It is proposed to nominate Mr. Robinson 
for the office of Secretary which Lord Keynes is also vacating. In 
future all editorial communications should be addressed to 


The Editors of the Economic Journal, 
The Marshall Library, 
Downing Street, 
Cambridge. 
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COMMODITY STOCK VALUES AND E.P.T. 


Introduction 


Some consideration has recently been given in economic 
publications and national income statistics to the basis of com- 
modity stock valuation. The object of this article is to show the 
effect of the present method of valuation upon the E.P.T. assess- 
ments at 100% and to describe other methods of valuation which 
could be adopted in order to produce a more equitable and 
realistic result. 


Commodity Stock Valuation During the Last War 


We will first consider the E.P.D. assessments in the last war, 
so as to demonstrate the effect of the traditional method of 
valuation on excess profits taxation over the whole period of its 
operation. E.P.D., like the present E.P.T., was levied on the 
excess of current profits over “‘ standard ”’ profits as measured by 
pre-war earnings. The rate of E.P.D. varied from year to year, 
but we can assume an average rate over the life of the duty of 
(say) 70%. If in any year current profits fell below standard 
profits, the deficiency was set off against excesses of other years, 
so that E.P.D. was in effect levied by reference to the aggregate 
profits of the whole taxable period as compared with pre-war 
profits adjusted to an equivalent duration. It is only by con- 
sidering the entire taxable period that the full effect of present 
methods of stock valuation can be seen. 

The present basis of stock valuation is First in-First out, or 
methods of averaging which produce somewhat tempered, but not 
widely different results. On the First in-First out basis, sales are 
regarded as satisfied out of the earliest acquisitions, and stocks on 
hand are therefore treated as composed of the latest acquisitions ; 
consequently unit stock values, particularly where the goods or 
materials are acquired at market prices from other traders, show 
a considerable increase when prices are rising, as in war-time. 
This rise was very marked during the last war, the wholesale price 
level (Board of Trade, 1913 = 100) reaching 296-6 by January 
1920 and a peak of 325-5 in May 1920. After that it fell rapidly to 
263-8 at December 1920 and to 190 at August 1921, then con- 
tinuing its fall at a slower rate to 167-9 at December 1921, and 
155-8 at December 1922, followed by some recovery in 1923 and 
1924. Broadly speaking, we can say that unit stock values 
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followed this movement in price levels, with a time lag of about 
two to three months during the upward movement. 

The chargeable period for E.P.D. was from 1914 to December 
1920 (with variations for accounting periods not ending in 
December). Traders were, however, permitted to value their 
December 1920 stocks at the lower market prices existing at 
August 1921 (price level 190 as against 263-8 at December 1920) 
subject to certain conditions which most traders were able to 
satisfy. Opening stocks were, therefore, brought into assessment 
for E.P.D. at a wholesale price level of 100 and closing stocks at 
December 1920 at.a price level of 190, this increase in the value of 
stocks being treated as a profit, and E.P.D. being imposed 
thereon. If we assume, for example, that a trader had an 
equivalent volume of stocks at December 1920 as in 1914, opening 
stocks in 1914 being valued at £100,000 and closing stocks (at 
August 1921 price level = 190) at £190,000, this increase of 
£90,000 in stock valuation would form part of the trader’s taxable 
profit in computing the E.P.D. liability. Since in the example 
there was no increase in the quantity of stock held, the inclusion 
of the incredsed value of £90,000 in taxable profits involved a tax 
on the trader’s “ real ’’ capital, and this was responsible for putting 
many businesses into debt. The taxpayer’s profits as shown by 
his books would be computed in the same way as the taxable 
profits—i.e., they would include the rise in stock values—but it 
would have been open to him to have left in the business that part 
of the profit represented by a mere increase in unit stock values, 
had it not been for the E.P.D. charged thereon. But with E.P.D. 
taking (say) 70% of the part of the profit in question, his ability 
to leave such profits in the business was severely limited. Let 
us assume, for example, that his excess profits for the whole 
chargeable period were equal to the rise in replaced stock values— 
i.e., the £90,000 mentioned above. Out of that £90,000, E.P.D. 
at 70% would take £63,000, leaving £27,000, and income tax at 
6s. (on £27,000) would take £8,100, so that only £18,900 would be 
available to the taxpayer to finance the increased cost of his stocks. 
The trader would therefore go into debt to the extent of the taxes 
paid on those excess profits unless he retained a large proportion 
of his normal (i.e., standard) profits less income tax in the business. 
He could have afforded better to have “ ploughed back” the 
balance of any “real” excess profits—i.e., excluding excess 
profits representing the rise in values of replaced stocks—but after 
deducting E.P.D. and income tax on the lines described above only 
21% of these real excess profits were left. 
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It will be observed that the date at which excess profits 
taxation ends is of vital importance under present methods of 
stock valuation. If, for example, E.P.D. had ended at December 
1919 (price level 296) or May 1920 (price level 325-5), the element 
of taxation of capital would have been far more serious than it 
was, and the indebtedness which would have resulted therefrom 
would have been greater. The effect of continuing E.P.D. until 
December 1920 and then reducing the assessment by the further 
fall in stock values up to August 1921 was to mitigate the severity 
of the imposition over its whole life, a large part of the duty paid 
on the increase in unit stock values up to 1919 being refunded 
in 1921, when unit values fell. Nevertheless, the relief was only 
partial, and can only be partial under present methods, since 
unit values are almost certain to be higher at the end of the taxable 
period than at the beginning. Moreover, it would appear that 
the timing is wrong. It is surely a fault in the computation of a 
tax if it impinges upon capital at a time of recovery, when prices 
are rising and when more saving is required, and provides liquid 
capital by repayment after prices have fallen with the resumption 
of adequate supplies, when less saving and more consumption is 
desirable. 


Commodity Stock Valuation in the Present War 


The First in-First out method of stock valuation is the generally 
accepted method in U.K. during the present war, and the objec- 
tions to its effects on taxation are of even greater importance 
because of the extremely high rates of tax (E.P.T. 100%, in- 
come tax 10s.). Since E.P.T. takes 100% of the excess profits, 
including the part applicable to increases in the replacement cost 
of stocks, the trader can avoid indebtedness (this will reveal itself 
when full quantities are replaced after the war) only by retentions 
in the business out of his normal (7.e., standard) profits less income 
tax, and the rate of income tax is considerably higher (10s., as 
against 6s.). The position is therefore far more serious than in the 
last war. It is true that the rise in prices has been more ade- 
quately controlled this time, but it is unlikely that further price 
increases can be avoided, particularly during the reconstruction 
period. Until we know when E.P.T. will end, it is not possible to 
gauge what will be the ultimate effect of present stock valuation 
methods, but whatever date is chosen, it is certain that closing 
unit stock values will be higher than in 1939, and that an important 
element of taxation of capital will be present in the E.P.T. 
assessments. If, for example, we take aggregate pre-war com- 
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modity stocks at mill. £1,600, and assume a rise of unit values of 
50%, quantities being maintained, taxation of capital to the 
extent of mill. £800 will be involved, owing to closing stocks being 
valued at the end of the E.P.T. period at mill. £2,400. 

If we wish to prevent E.P.T. from impinging upon real 
capital, we need to introduce a method of stock valuation which 
takes into account the movement in the volume of stock, but not 
the movement of price—i.e., equivalent quantities of stock should 
be valued at a constant unit price, only increases in stock quan- 
tities being brought in at current prices. At present, for example, 
opening and closing quantities and values of a particular com- 
modity might be as follows :— 


At beginning of E.P.T. period, 10,000 units at £2 = £20,000. 
At end of E.P.T. period, 12,000 units at £3 = £36,000. 


Under the suggested new method of valuation, only increases in 
quantity would be reflected in an increase in valuation, and on 
this basis closing values would be computed as follows :— 


Opening stocks for E.P.T. as before. ‘ . £20,000 
Add Increase in quantity 2,000 units at £3 . . ‘ 6,000 
Value of closing stocks for E.P.T. ; . . £26,000 


In this way the increased costs of replaced commodity stocks 
amounting to £10,000 (£1 per unit increase of cost on 10,000 units) 
would be excluded from the E.P.T. assessment. 

The advantages of applying such a basis of stock valuation in 
the E.P.T. assessments can be summarised as follows :— 


(1) With the new method, E.P.T. can be ended at any 
time without inequity to the taxpayer. The present method 
is certain to be inequitable from the point of view of measuring 
income by the standard of keeping intact the real capital, and 
the degree of inequity depends on the time when E.P.T. 
ends; the higher the price level at that time, the greater 
the inequity. 

(2) The change of method would be valuable as a per- 
manent feature of the accounting and taxation system. 
What applies to E.P.T. at 100% is only relatively less 
important to income tax at 10s. 

(3) The new method would assist in the smoothing of 
public spending. Neither the Government nor the taxpayer 
would be tempted, as they are now, to spend what, after all, 
are only paper profits (increased unit values of replaced 
stocks), or to retrench because of paper losses. 
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It is suggested that the new method should operate for 
taxation purposes as from the beginning of the E.P.T. period, for 
the following reasons :— 


(1) With E.P.T. at 100%, it is particularly important to 
have a fair and realistic basis of stock valuation. 

(2) If such a system were commenced, say as from the 
end of the war period, unit values of stocks would be frozen 
at too high a price level, and the arrangement would probably 
break down if and when prices fell. 


Adoption of the New Method in Other Countries 


There are three countries, namely France, U.S.A. and Sweden, 
which have already introduced the new method of valuation for tax 
purposes as from the beginning of the present war, though their 
technical devices for achieving the desired end are somewhat 
different. 

The procedure in Metropolitan France ! is to deduct from the 
cost of stocks valued on the usual accounting basis (First in-First 
out) a reserve representing the increase in the cost of pre-war 
stocks (stocks per the last Balance Sheet before September Ist, 
1939), assuming quantities to have been maintained. This 
reserve is to be calculated by applying to the values of pre-war 
stocks a coefficient representing the movement of prices as com- 
pared with the pre-war position. These coefficients are to be 
determined from the accounts of each business, and under Article 
5 of the same decree, a certain minimum information has to be 
recorded as to the unit and total cost of various raw materials and 
supplies used in manufacture, etc. It is not known how this 
system has operated in practice, but in the ex-Vichy French West 
African territories the coefficients have been fixed arbitrarily by 
the Government for business as a whole, presumably as repre- 
senting the average movement of the price level.2 This may have 
been due to the inadequacy in most cases of the accounting 
records kept by traders in the Colonies. It will be seen that, by 
means of these stock reserves, the inflation in the unit values of 
replaced stocks, which inevitably occurs on the First-in First-out 
method when prices rise, is eliminated, and the aggregate net value 


1 Articles 20 et 21 du Décret du 24 Avril 1940 portant application du décret 
du 24 Avril 1940, complétant l’Article 21 ter de la loi du 11 Juillet 1938 relative 
a Porganisation de la Nation en temps de guerre. 

* Since the French West African territories in question were separated from 
Vichy these stock reserves have been made taxable, with retrospective effect, 
and additional assessments have been raised. 
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of these replaced stocks—.e., the value after deducting the stock 
reserve—is kept at a constant figure. 

In U.S.A. almost identical results are obtained by the use of 
the Last in-First out (L.I.F.0.) method of stock valuation. The 
permission to use this method for purposes of accounts and 
taxable profits does not appear to have been first introduced with 
the deliberate intention of granting a tax rebate in respect of 
the rise in replacement costs during the war, but to have been 
granted to certain classes of traders who had adopted this method 
in their actual accounts because of convenience and because it 
gave more even results over the trade cycle. At first the L.I.F.0. 
method was permitted for tax purposes to producers and pro- 
cessors of certain non-ferrous metals only, and limited to raw 
materials or to raw-material content ; but by Section 218 (a) of the 
Revenue Act, 1939, it was extended to all taxpayers who elected 
to adopt this method for purposes of their accounts and tax 
returns, and to all types of stocks. Further amendments were 
made by Sections 118 (a) and (b) of the Revenue Act, 1942, with 
retrospective effect. 

Under the L.I.F.0. method, stocks on hand, instead of being 
regarded as composed of the latest acquisitions, as under the more 
usual First in-First out method, are treated as being made up of 
the earliest acquisitions first. Consequently, to the extent that 
quantities are maintained, stocks on hand are kept at the constant 
values applicable to these early acquisitions, and only net additions 
of quantity are included at current cost prices. It should be 
noted, however, that variations in the make-up of total stocks 
necessitate special treatment to allow a disinvestment in the 
volume of one line to be regarded as replaced by an increased 
volume of another line (this is not adequately provided for in 
the U.S. scheme). As regards the war period, the U.S. Act 
provides that depletions of quantities due to war shortages can 
be claimed as replaced after the war, and the replacement put 
back into stock at the same unit value as that applicable to the 
depletion. 

In Sweden, current stock quantities (which in most cases are 
below pre-war volume) can be written down in the accounts to 
1939 cost values, this writing down being accepted for tax pur- 
poses. The concession is, apparently, the result of an administra- 
tive decision, with the object of preventing profits and taxes from 
being swollen by inflated stock values, and the ultimate basic 
value to be attached to stotks has not yet been decided. Never- 
theless, the idea of a basic value for stocks appears definitely to 
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have been given official approval, though it has not been worked 
out with any precision. Present indications are that the basic 
values will ultimately be fixed at 125% of 1939 cost values. 


Application to the U.K. Position 


Let us suppose that it is agreed to grant relief from war- 
time taxation on the lines of the French or U.S.A. plans, and that 
the change of system is to be a permanent one, extending into the 
post-war years. In these circumstances, how could we best 
arrange for the change-over at this late date in the war? We 
obviously cannot rewrite the accounts for the earlier years on 
the new basis, yet it is certainly desirable that the new method 
should operate before re-stocking and re-equipment are begun, so 
that the relief will be available in cash form for purposes of 
reconstruction. Moreover, it is advisable to take care of any 
further rise in prices during the reconstruction period, and to 
avoid the features of the present basis, whereby such price increases 
create an-additional liability to E.P.T. (or if E.P.T. is repealed, 
to income tax), and so weaken the ability of industry to finance 
their stocks at the new level. 

Here it seems we can borrow from the French plan, and grant 
provisional relief at the beginning of the reconstruction period 
on the assumption that stock quantities have been maintained. 
This, of course, would only be a convention, as in most cases the 
volume of stocks has fallen during the war, but such an arrange- 
ment avoids the difficulties involved in the U.S. plan, which 
restricts relief to current stock quantities and increases the 
relief as and when those quantities are raised to their pre-war 
level. 

Let us consider how such an arrangement would work, using 
as a basis the French price-index method. The provisional 
credit would create no difficulties of application, the rise in the 
wholesale price index being applied to the pre-war value of stocks. 
A period of two years (as in the U.S. scheme) would be allowed for 
re-stocking, and after that period the provisional credit would be 
subjected to a final calculation. The final relief, like the pro- 
visional grant, would normally be based on pre-war stock quanti- 
ties, but if, after the two years’ grace allowed, current stocks were 
still below the pre-war level, the relief would necessarily be 
limited to the smaller figure. Where stocks had been built up 
beyond the pre-war volume, additional relief would be granted in 
respect of any further increase in the price level subsequent to the 
date of first acquisition. 
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An example will probably make this clearer. We will assume 
what will probably be the more usual case, of a business ending 
the war with less than the pre-war volume of stock, quantities 
being increased during the next two years to a level exceeding the 
pre-war volume. We will take the price level as rising slightly, 
thus :— 


Price Index 
End of last war year (say) . ; ’ 150 
End of first post-war year ze : : ‘ 155 
End of second post-war year ,, ‘ , : 160 
Stock values (F .I.F'.O.). 
Pre-war book values (say) . . £100,000 
End of last war year es : ; 120,000 
End of first post-war year mu 3 P 160,000 
End of second post-war year _,, . 5 170,000 


Pre-war quantities have obviously been exceeded by the end of the 
first post-war year, and the provisional adjustment in respect of 
the price rise during the war would be made final. This credit 
would be 50% of £100,000 = £50,000—+.e., the increase in the 
replacement cost of an equivalent pre-war volume costing £150,000 
by the end of the war. 

A more complicated adjustment arises in respect of subsequent 
increases in quantity and subsequent price movements. It is 
necessary to decide 


(a) whether to base the credit on opening stocks only, on 
the assumption that increases in quantity take place at the 
end of the year, or 

(b) to base the credit on closing stocks, on the assumption 
that increases in quantity take place at the beginning of 
the year, or 

(c) to allow one-half of the credit on increased quantities 
during the year, on the assumption of a mid-year acquisition 
date. 


We will assume, for demonstration purposes, that basis (a) is 
adopted. It will be noted that under our convention of granting 
war-time relief on pre-war quantities as if such quantities had been 
maintained, it becomes logical to continue the same convention 
and assume in our example that opening stocks in the first post- 
war year were equivalent to pre-war quantities—i.e., £150,000 = 
£100,000 at pre-war values. On this basis the tax credits for 
subsequent years would be as follows :— 
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First post-war year, credit based on opening stocks : 


Value of opening stocks at 150 index ‘ ‘ . £150,000 
” 9 155 > . . . 155,000 
Tax credit £ 5,000 

Second post-war year, credit based on opening stocks : 
Value of opening stocks at 155 index 4 , . £160,000 
- an 160 ,, =$8 x £160,000 165,161 
Tax credit—i.e., 735 of £160,000 ’ ; ? . & om 


Similar calculations could be made on the other assumptions. 
For example, the credit under assumption (b) for the second post- 
war year would be based on closing stocks £170,000 at zi> = 
£5,312, the increase as compared with basis (a) being due to the 
inclusion in the calculation of the addition to the volume of 
stocks during the year. 

Such credits would be allowed only if the taxpayer created 
equivalent stock reserves in his accounts—if such reserves are 
to be capital for tax purposes, they should be treated as such by 
the taxpayer. By deducting such reserves from the value of 
stocks on the present basis, we can see how the scheme operates 
to retain a fixed net value for replaced stocks, thus :— 


Gross book Less Stock Net value 


Value. Reserves. of Stocks. 
First post-war year . £160,000 (a) £55,000 £105,000 
Second post-war year. ‘ 170,000 (6) 60,161 109,839 


(a) £50,000 war-time reserve plus £5,000. 
(6) £55,000 from previous year plus £5,161. 


The net value at the end of the first post-war year represents 
£100,000 for pre-war quantities at pre-war values plus £5,000 for 


additions at current values. The net value at the end of the 
second post-war year represents :— 


Pre-war quantities (fixed value) . ‘ . . £100,000 
Additions first post-war year (fixed value) . : 5,000 
Additions current year at current values : ‘ 4,839 

£109,839 


The additions for the current year can be checked by deducting 
from closing stocks £170,000, the current values of opening 
stocks—+.e., 1$¢ x £160,000 = £165,161, leaving £4,839. 
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It will be noticed that the credits have been divided between 
the war-time rise and the yearly rise in the post-war period. It 
is necessary to make these separate calculations, because income 
tax as well as E.P.T. is affected. If, for example, E.P.T. were 
to be removed as from the last war year, the £50,000 credit would 
be effective against E.P.T. at 100% (or, where no E.P.T. is 
payable or E.P.T. liability is insufficient, against income tax at 
10s.), whereas the credits of £5,000 and £5,161 would be effective 
only for income tax at 10s. There are, of course, other ways by 
which the taxpayer could be encouraged in the setting up of these 
stock reserves—e.g., by post-war credits of E.P.T. or income tax— 
but the straightforward adjustment of the E.P.'f. and income tax 
assessments has been assumed here for the sake of simplicity. 

Too much space would be taken up in giving full examples of the 
adjustment of the stock reserves on the occasion of a fall in price 
or of a reduction in the volume of stocks carried. The calculation 
in the case of a fall in price is on the same lines as for a rise, except 
that. it involves the reduction of the stock reserve, the part 
released being taxable. A fall in volume, if we isolate its effects, 
would also give rise to a release of part of the stock reserve. Such 
reductions in volume would be treated as eliminating the latest 
additions to quantities in previous years. Using the above 
illustration, subsequent reductions of quantity would be treated 
as eliminating the second year’s additions of £4,839, then the first 
year’s additions of £5,000, and finally as being depletions of pre- 
war quantities, and the respective parts of the stock reserve 
relating to these various slices would be released to profits. 

Consideration would require to be given to the question of 
whether taxpayers should be permitted to re-create the part of 
the stock reserve released on the occasion of disinvestment if at a 
later date quantities were brought back to the old level. It 
might be better to limit such permission to short-term dis- 
investment, in which case the stock reserve could remain unaltered 
if reinvestment could be proved to have taken place within a few 
months. Disinvestment for a longer period would then be 
discouraged; prices are unlikely to fall to pre-war levels, and 
traders would be induced to maintain quantities for fear of losing 
a valuable tax-free stock reserve. Such a basis should therefore 
be conducive to stability. 


The Fixing of the Price Index 


The method of change-over to the new basis has been illus- 
trated on price-index lines because the provisional tax credit can 
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more easily be computed on this basis. The L.I.F.O. basis will be 
considered later, but meanwhile some attention to the fixing of 
the price index is necessary. It might be decided, in order to 
simplify the procedure, to use the wholesale price index for all 
traders, but it should be realised that this would give only a 
crude correction to present values. Price levels have not advanced 
at the same rate for all commodities; moreover, the average price 
level at which stocks stand in the books depends on such con- 
siderations as the number of months’ purchases in stock, forward 
purchases at earlier prices, and other factors. No doubt reason- 
ably accurate indices could be computed for wholesale and retail 
trade groups, assuming an average stock cover. But for manufac- 
turers, only a price index based on the particular firm’s own 
costs would give really satisfactory results. 

If a still more accurate method were regarded as desirable, 
closing stocks at the end of the first or second post-war years 
(the earliest of the two in which quantities had reached or passed 
the pre-war level) could be re-valued into pre-war costs, using as 
a standard the unit values per the last pre-war stocktaking. The 
increase in value since pre-war would then be employed as a basis 
for the final war-time stock reserve and tax credit, subject to a 
pro rata scaling down to eliminate the price rise on additional 
quantities, thus :— 


Pre-war stocks ‘ ‘ ‘ ‘i : . £150,000 
Stocks at end of first or second post-war year, at 

current costs : . £230,000 
Revalued into pre-war unit costs d : . 155,000 
Increase in cost since pre-war . ‘ ; . £ 75,000 


Part applicable to a war Heegoe x 
£75,000 : : ; . £ 72,581 


The above figure of £72,581 includes a measure of post-war 
price increase. This would be of no importance if E.P.T. were in 
force, but otherwise it would be necessary to apportion the 
figure between the war-time rise and the further post-war rise in 
prices. 

Once the war-time price rise is disposed of, it will then be 
necessary definitely to decide for the future whether to continue 
on a price-index basis or on the L.I.F.0. method. By that time a 
reasonable basis of computing future indices, allowing for different 
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circumstances, might have been worked out, in which case the 
trader could be given the option of adopting whichever method 
he preferred. 

Last-in First-Out Method 


The L.I.F.O. method has been available for use by all U.S. 
taxpayers from 1939 onwards, since which date any business could 
elect for this method of valuation. The consequence is that those 
businesses which elected early have most of their stocks valued 
in their books at the 1939 price level, and can face the prospect 
of a cheapening of post-war costs with equanimity. Those who 
make the election are required to use the same basis in preparing 
accounts for shareholders and creditors, so that excessive distri- 
butions of profits to shareholders in times of rising prices are 
discouraged, and less restriction of dividends is likely to occur if 
and when prices fall. There is a time limit in U.S.A. for election 
as from a particular year, and in view of the war-time price 
increases, a later election means that unit stock values are frozen 
at a higher price level. There is little inducement, for example, 
at the present price level for a taxpayer who has not previously 
elected to do so now. 

The method to be adopted as laid down by the law and official 
regulations (Article 22 of the Internal Revenue Code) is as 
follows :— 


(1) All stock is to be valued at cost; there is no question 
of adopting market value if this falls below cost.* 

(2) The stock forming the opening position at the date of 
the change from F.I.F.O. to L.I.F.0. is treated as all acquired 
at one date, and given an average unit cost for each line. 

(3) Net additions of quantity to a line during the year can 
be valued on three alternative bases: as belonging to the 
latest acquisitions of the year, the earliest acquisitions of the 
year, or as having a cost equal to the average cost of all 
acquisitions of that line during the year. 

(4) Net reductions of quantity during the year are always 
regarded as coming out of the latest additions, leaving the 
earlier acquisitions in stock. 


The U.S. law by its 1942 amendments also permits replace- 
ments of stocks within two years of the end of the war, where the 
short-fall was due to war shortages, to be put back into stock at 
the earlier cost price. 

1 This position also applies to the price index system. Stocks under the 
First in—First out method would not, as at present, be written down to market 


value when prices fell suddenly. The Stock Reserves would be regarded as 
covering this drop in value and the F.I.F.O. cost basis would be maintained. 
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The U.S. provisions are not very clear on the question of what 
constitutes a unit (or line), and whether substitution between lines 
is permitted (it is understood that substitution is not permitted). 
The regulations under Section 22 (d) (6) Internal Revenue Code, 
dealing with war-time depletions of inventories, for example, are 
somewhat restrictive, and exclude a voluntary liquidation of 
stocks replaced by ‘“‘ merchandise of a different character, descrip- 
tion or use ’’ or by a “‘ substantially different kind of raw material,”’ 
if the old merchandise or raw material is still available. It is 
suggested that it is advisable to give the widest definition as to 
what constitutes replacement, and to allow substitution without 
limit for important switches of raw materials or finished products ; 
otherwise experiments in the use of new raw materials or improve- 
ments to old products are penalised. In other words, it is 
desirable to get as near as possible to the principle of aggregate 
stock replacement (which is the approximate basis of the price- 
index method), rather than stock unit replacement. 

In applying the L.I.F.O. basis as described above to U.K. 
conditions, we must bear in mind our assumption of operating on 
the new valuation method as from 1939 so as to allow tax credits 
for the war-time rise in prices. Therefore, instead of beginning 
with stocks at their present book value and freezing them at that 
level, as would occur in U.S.A. for a taxpayer who elected to 
operate it now for the first time, we would begin by re-valuing 
present stocks, to the extent of pre-war quantities, into pre-war 
unit costs. It does not seem advisable, however, to begin now 
on a L.I.F.O. basis. Stocks are below normal in most cases, and 
an adjustment to the war-time tax liability would be necessary 
later when the volume of stock had been raised to its pre-war 
level. Moreover, in other cases present stocks are for war-time 
use only, and there is no adequate pre-war cost with which to 
compare them; losses on disposal of such war-time stocks will in 
any case be allowed for E.P.T. as terminal losses. In the circum- 
stances, it seems preferable to delay the commencement of L.I.F.O. 
until normal stocks for peace-time use have been built up (say up 
to two years from the end of the war), meanwhile allowing a pro- 
visional E.P.T. credit calculated on pre-war stocks as already 
described. 

At the date of the change-over, opening unit values of stocks 
would be calculated on one of the following methods, according to 
the degree of accuracy considered desirable :— 

(a) By comparing such opening stocks line by line with 
similar pre-war stocks (as on the U.S. method), and re-valuing 
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into pre-war unit costs up to the extent of pre-war quantities, 
any excess quantities being valued at current cost. Some of 
the excess quantities could, as already suggested, be regarded 
as substituting deficiencies of quantities of other pre-war lines. 

(b) By revaluing the whole stock into pre-war unit costs, 
ignoring differences in quantities of individual lines, any 
aggregate increase in volume since pre-war being eliminated 
from the revaluation by excluding certain arbitrarily selected 
additions to particular lines. This is similar to the basis 
suggested under the price-index method, except that each 
item of stock has to be written down (i.e., reduced in value) 
instead of creating a stock reserve. 

(c) By using a price-index adjustment up to this point, 
but making a pro rata reduction in unit values for each item 
of stock by means of the coefficient, instead of creating a 
stock reserve. 


Once the opening position had been created on one of these 
three methods, the complete U.S. system would be operated, 
subsequent movements of stocks being dealt with line by line. 
It would hardly be practicable to continue a revaluation of the 
whole of the subsequent stock quantities on the lines of method 
(b) above, because once the current volume exceeds pre-war 
quantities the stocks cease to be at a common price level and 
include additions at the price level of a later year. But the 
aggregate revaluation method attempted under method (b) could 
be approximately reached by substituting reduced quantities of 
some lines by excesses of others, until the important additions left 
at current cost represented actual aggregate incredses of volume. 
Such substitutions would be effected on the basis of a comparison 
of current costs. For example, line A, with a current unit cost of 
£2 and a base L.I.F.O. unit value of £1 7s. 6d., would be regarded 
as replaced by a quantity of line B, with a current unit cost of £5, 
in which case the additions to line B would be put into stock at 
£1 7s. 6d. X § = £3 8s. 9d. per unit. 

As regards the value to be placed on increases in quantity, 
one of the three methods adopted in U.S. would have to be 
employed, since it is not possible to determine the exact point 
during the year at which the addition to quantities actually 
occurs. The assumption that additions are represented by the 
earliest purchases of the year and should be valued at the cost of 
those purchases is probably most consistent with the L.I.F.0. 
basis. This is comparable with alternative basis (b) considered in 
regard to additions under the price-index method. Reductions 
in quantity would be regarded as coming out of the latest additions 
on the lines already described. 
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Conclusion 


Only the salient points have been considered above, but 
nevertheless the description should be sufficient to give an 
impression of two methods of stock valuation which, it is suggested, 
are preferable to the F.I.F.O. basis now employed. The price-index 
method has the virtue of dealing with aggregate stock quantity 
movements, but difficulties may be encountered in fixing an index 
to suit different circumstances, and the correction of present 
stock values by this means may not be altogether exact. The 
L.I.F.0. method is exact on individual commodities, but fails to 
deal adequately with aggregate stocks, though on important 
switches of quantities from one line to another the objection can 
be met by assuming substitution on the basis already described. 
But either of these methods would introduce a far greater reality 
into profit measurement than exists at present, and if adopted 
for tax purposes would prevent the present E.P.T. and income- 
tax assessments from being levied upon part of the taxpayer’s 


real capital. 
K. Lacey 


London. 




















LAISSEZ-FAIRE, PLANNING AND ETHICS 


New sections of society searching for an answer to the problems 
of unemployment and war have lately become interested in eco- 
nomics. With the help of a growing volume of literature and of 
lectures, economic wisdom is being preached and listened to as 
never before, but this quantitative increase is apt to hide the lack 
of a solid basis for the thoughts and actions recommended. It is 
less the disagreement on the final purpose of political economy 
and of economic thought than the almost complete absence of 
discussion on this issue which is, in face of the growing importance 
of economics in public life, so remarkable. 

Very many economists seem to work without a clear concept 
of the task of modern political economy and its limitations. 
With painstaking care research is carried out into isolated problems 
or into groups of problems without, apparently, any awareness 
of the need for a greater conception and of a supreme aim. 

No economic textbook fails to give a definition of economics ; 
but this information seems to be given rather to provide the student 
with an answer to a possible question in the examinations, not to 
inspire him with a vision. Examinations do include questions 
such as :— 


‘*In what way are the conclusions of moral philosophy and economic 
theory relevant to each other ?’’ (Oxford Examination Papers, 1935.) 


oF 


** Discuss the ethical basis of the institution of private property.” 
(Oxford Examination Papers, 1924.) 
Yet, these questions were asked not in Economics, but in Moral 
and Political Philosophy, and years pass without any attention 
being paid to the relation between economics and ethics. 
In 1938, out of 93 questions dealing with Economics —none 
dealt with the purpose and only two with the ethics of economics :— 


‘*Does economic science contribute anything to the creation of the 
concept of social justice ? ”’ 


and :— 
‘* Was Robert Owen a constructive social thinker ? ”’ 
The year 1938 was in this respect representative of other peace- 
time years. In 1932 and 1933, when the world experienced the 


1 Oxford Examination Papers—Theory, Organisation, History and ‘‘ Further 
Subjects ’’ (Currency and Credit, Public Finance, etc.). 
No. 217.—vVOL. Lv. © 
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most severe economic crisis, examinees—if they chose the question 
—could content themselves with describing the sequence of changes 
in the course of a trade cycle and the possible use of unemployed 
labour. No awareness of deeper causes in the structure of the 
economy and of the social and moral consequences of economic 
crises was required. 

The two Parts of the Cambridge Economics Tripos show 
similar features. In the Easter Term Examinations 1939, 1940 
and 1942 the questions asked numbered about 170, 160 and 130 
respectively, but there was none about the purpose of economics. 
The subjects included, however, Social Problems, Labour, and 
British East Indies with some ten questions each, and a choice 
ofessays.! In the above sample years, three, one and two questions 
respectively were asked on problems which could be classified as 
ethical :— 


In 1939, ‘‘ Discuss the outstanding features of the problem of malnutrition 
amongst children in Great Britain,’’ ‘‘ The idle valleys of South Wales are 
a condemnation of that industrial dogma of the nineteenth century, the 


doctrine of the division of labour,’’ ‘‘ The .proper distribution of the tax 
burden is a matter of morals, not economics’’; in 1940, ‘*‘ Describe the life 
of a factory worker in Bombay ’’; in 1942, ‘‘ Consider the expansion of 


social services as ‘ the historical fulfilment of the liberal state’,’’ and ‘‘ Should 

we condemn the Poor Law of 1834 for its cruelty or praise it for its courage ? ”’ 

Among the essays given for choice, two, nought and one dealt 
with socio-ethical subjects :— 


In 1939, ‘‘ A dialogue on the question of retaining or abolishing the 
motive of private profit ’’ and ‘‘ Economic equality can only be maintained 
by a system of force, while economic freedom leads inevitably to inequality ”’ ; 
in 1942, ‘‘ The colour bar.’’ 2 
The examination papers quoted indicate a certain fixed 

attitude towards the question whether economists should occupy 
themselves with the problem of human happiness. Overwhelm- 
ing weight is given to the non-ethical, purely normative aspects 
of economics. And it is with this attitude that students pass into 
life and start their careers as administrators, business men and— 
economists. 

The causes of the modern non-ethical approach to econ- 
omics can perhaps be found in the close connection existing 
between study and career. An ethical approach, in a world 
where the politics of power and:the power of politics are such 
essential features, may be feared to cause serious—inner and 

1 Other subjects were: Modern English Economic History, Elementary 
Economic Theory, Economic Structure, Economic Principles, Industry, Money, 
Public Finance. 

2 The choice of essays in 1940 was “‘ Bicycles,’’ ‘‘ East and West,’’ ‘‘ England, 
the native country of compromise,”’ ‘‘ If I were Chancellor of the Exchequer,”’ 
‘** The Century of the Penny Post.”’ 
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outer—conflicts. It may ruin a successful career in a society 
which threatens with insecurity and rewards with promotion. 
Where a career depends on the sense of expediency and on the 
matter-of-fact efficiency with which a critical situation is mastered, 
without letting other considerations interfere, a sensitive conscience 
fed on ethics becomes a liability. Yet, investment in university 
education is, from a professional point of view, intended to create 
an asset. 

If this explanation should be even partly correct, we should 
expect a close relation between the degree of maladjustments in 
the economic system and the non-ethical approach to economics. 
The weaker and the more unstable the foundation of society, the 
more unwelcome should be an economist who was trained to ask 
first and foremost if the present organisation of society is the one 
best suited to achieve the greatest possible human happiness. 
Indeed, simultaneously with the intensification of economic and 
political crises we witness a marked change in the conception and 
definition of economics away from ethical concepts. 

Adam Smith moved in the sphere of religious-philosophic 
considerations. He believed that human happiness was inde- 
pendent of wealth, and that therefore all sections of society could 
be equally happy in spite of inequalities in the distribution of 
wealth. The just distribution and ‘the greatest possible 
quantity ’ of happiness were guaranteed by the existence of God, 
who, all-wise and benevolent, was ruling the Universe. Only 
because, according to Adam Smith, the ethical side of economics 
was looked after by a higher being could economists concentrate 
on the material problems. 

J. 8. Mill’s concept of political economy was that of a moral 
science which dealt with the moral laws of production and 
distribution of wealth. No one was likely to be a good economist 
who was nothing but an economist. Social phenomena acting 
and reacting on one another could not rightly be understood 
apart. From the middle of the nineteenth century, after the 
upheavals of the eighteen-forties had been successfully overcome, 
an ethical approach, as long as it did not conflict with the whole 
existing order, could be accepted by a society which, at that time, 
felt sufficiently secure to tolerate, and even to welcome, the thought 
of the slow transformation towards a higher social ideal. 

In this atmosphere the two great Cambridge contemporaries, 
Henry Sidgwick and Alfred Marshall, born in 1838 and 1842 
respectively, were able to develop their system of thought. The 
spirit of their writings and lectures was so forceful that it could, 
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to a certain degree, withstand even the modern anti-ethical 
trend. 

Marshall, who had been greatly influenced by Sidgwick’s 
thoughts, combined the gifts of mathematician and economist 
with a sense for ethical values so strong that he had, originally, 
planned to become a missionary of the Gospel. The meeting 
of these two persons and the blending of their gifts proved to be 
extremely propitious at this particular moment of history. 
Without Marshall’s prominent réle in the field of economics, 
Sidgwick’s influence on the thought of his generation might not 
have left so deep a mark. 

Sidgwick, on his part, had been greatly influenced by Mill 
and Bentham, but he lifted their primitive utilitarianism to a 
higher level. Sidgwick found unsatisfactory the thesis that the 
sum total of economic activities based on self-interest would 
automatically achieve the best possible result. Unrestrained 
pursuit of private interest would, even if we assumed the utmost 
intellectual enlightenment, develop anti-social, disorganising and 
anarchical features. We had to consider the conflict between 
the good of the individual and the good of the larger whole to 
which the individual belonged. The neglect to observe the 
great difficulties in harmonising the interests of the individual 
and those of the community was a major defect of utilitarian 
ideology. 

True, morality was in need of a utilitarian basis. Means could 
ultimately be justified only by the ends they served. But in 
order to prevent an amoral and anti-moral misuse as preached 
by Machiavelli and practised by his disciples, the end desired 
should reach beyond the limits of individuals, nations and 
governments, and should be wniversal, serving the whole human 
race. Human beings were not governed exclusively by economic 
self-interest, but to a large degree by moral considerations. 
Since economic science dealt mainly with the actions of human 
beings, a theory of economics taking no account of the non- 
economic factors was necessarily deficient. 

Taking moral considerations as his basis, Sidgwick adopted a 
critical attitude towards the limitations of a laissez-faire economy. 
That such an economy resulted in a correct apportioning of re- 
wards to merit was an individualistic fallacy “ crushingly repudi- 
ated.” He restated the main objections raised against unrestricted 
laissez-faire, leaving their justification to future events: free 
competition tended to annihilate itself and give rise to monopolies 
directed against the common interest, while individual oppor- 








m( a wao™ *: 











1945] LAISSEZ-FAIRE, PLANNING AND ETHICS 21 


tunities were, in spite of the legal freedom of modern society, 
not equally distributed. 

Two opposite ideals were exercising their influence on society : 
that of an individualistic system without great monopolies and 
cartels, with perfect competition and with wages determined by 
their market value; and that of regulation of the economy by 
Government administration and legislation. The contemporary 
system represented an intermediate stage, with competition being 
gradually replaced by combined action. Against a combination 
of selfish interests which were not only the judges of, but also 
secured a majority for, their actions even the best representative 
system would not be effective. Corporate sentiments and habits 
of action in industry were on the increase and were cutting 
across the traditional national boundaries. 

While stressing the dangers of Government interference, 
Sidgwick recognised the need for it. Against the argument that 
enterprise would suffer if private initiative were replaced by de- 
pendence (on the Government), he maintained that this would 
apply to wage labour, and even to managers as well working for 
private employers and for joint stock companies. For the 
encouragement of private initiative, the Government had more 
incentives at its disposal than had private enterprises, such as 
honours, distinctions, security of employment, etc. It was 
less in the economic than in the moral and political field that 
Government interference might be disadvantageous. But even 
if it were, for these reasons, not desirable at the moment, one 
‘may yet look forward to it and perhaps prepare the way for it.” 

The guiding principle for all problems was to ‘‘ make as work- 
able a system as we can of our own morality.” Two safeguards 
were to be created when moral laws were violated : firstly, the 
exceptional character of the violation should be emphasised ; 
and secondly, the smaller part of the community should pursue its 
interests only so far as it was compatible with the interests of the 
larger part. 

Sidgwick was aware of the violent character which the struggles 
for wealth and power within a State could assume. They could 
often be compared with war “ in the state of thought and feeling 
they arouse.” Before strife would be abolished and sympathy 
would reign among men, we should pass through an interim 
period, during which “the sympathetic resentment against 
wrongs’ might cause as much strife as was averted by the 
diminution of mere selfishness. “Though the interests of all 
individuals, classes and nations are not harmonious, their rights 
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are; that is the essential difference between the two.” The idea 
of a sum total of strife, irrespective of right and wrong (whereby 
only the share of each of these two objects varied), seems very 
original. 

Sidgwick emphasised that, in view of the grave hindrances to 
right living created by external circumstances, society should 
make “‘ the most earnest efforts ’’ to remove these external causes. 
At the same time as we strive for economic improvements, we 
should try to act rightly under any circumstances. 

The above outline in no way does justice to Sidgwick’s system 
of thought. It merely illustrates his demand for certain priorities 
of approach in considering economic problems and phenomena : 
the moral right and wrong, the universal good, the social re- 
sponsibility and the development of the individual. By recognis- 
ing the limitations of laissez-faire and the necessary trend towards 
Government interference, Sidgwick became a link between the 
liberalism of the last century and the centralism of to-day. 

Alfred Marshall defines economics as statements of tendencies 
expressed in the indicative mood, and not ethical precepts in the 
imperative. ‘‘ But,’”’ he added, “ ethical forces are among those 
of which the economist has to take account.” According to him, 
the dominant aim of economics was to contribute to a solution 
of social problems. The main concern of economics was with 
human beings who were impelled, for good or evil, to change and 
progress. 

Writing about Ricardo and his school, Marshall criticised 
theories worked out on the tacit supposition that the world was 
made up of City men. Labour—.e., the labourer—was spoken 
of as a commodity, without allowance being made “for his 
human passions, his instincts and habits, his sympathies and 
antipathies, his class jealousies and class adhesiveness, his want 
of knowledge and of the opportunities for free and vigorous 
action.” These economists attributed to the forces of supply and 
demand a much more mechanical and regular action than was to be 
found in real life. They did not allow sufficiently for the influence 
of his circumstances on a man’s character. 

Marshall had a clear concept of the ideal economist, who 
needed three great intellectual faculties : perception, imagination 
and reason; most of all imagination, to put him on the track of 
those causes of visible events and of those effects of visible causes 
which were remote or lay below the surface. He also needed 
active sympathy, so that he was able to put himself in the place 
not only of his equals, but also of other classes. ‘‘ Nearly all the 
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founders of modern economics were men of gentle and sympathetic 
temper, touched with the enthusiasm of humanity.’”’ Discussing 
the history of economics, Marshall speaks of the physiocrats as 
giving to economics the modern aim “ of seeking after such know- 
ledge as may help to raise the quality of human life.” His essentially 
ethical approach to economics is disclosed in one sentence of his 
Principles of Economics. He states that the most economic use of 
man as an agent of production is wasteful if he is not himself de- 
veloped by it. (May we remember this in discussions on full 
employment.) 

Thoughts similar to that of Marshall were expressed by his 
contemporaries. Benjamin Jowett, Master of Balliol, wrote in 
the middle of last century :— 

‘*T should like to see a political economy beginning with the idea not how 
to gain the greatest wealth, but how to make the noblest race of men. 
Greek rather than a modern idea. I would show how the laws of political 
economy came to check or to realise this ideal—the form of society best 


adopted to it. The first business of mankind is not to make money, but to 
elevate the greatest number of human souls physically and morally.” 


One of the outstanding economists in the U.S.A., the late 
Professor Ely, born in 1854, was of the opinion that the ideal 
of political economy was the most perfect development of all 
human faculties which can be attained in each individual. 

A highly illuminating exposition of the task of political 
economy can also be found in A. C. Pigou’s Unemployment 
(1913) :— 

‘*The compelling motive that leads men to economic study is seldom a 
mere academic or scientific interest in the movements of the great wheel of 
wealth. It is rather the sense that, in the world of business and of labour, 
justice stands with biassed scales; that the lives of the many are darker than 
they need be. In these things lies the impulse to economic investigation ; 
and the removal or at least the mitigation of the evils they portray is the 
goal of the economist’s search. . Their effort, though it’: may well be 
roused to action by the emotions, itself necessarily lies within the sphere of 
the intellect. . . . Pity, however sincere and grief, however real are here 
intruders to be driven ruthlessly away. Stirred by their appeal we have 


entered the temple of science. Against them its doors are closed, and they 
must wait for our return.’ 


This brilliant exposition defines the aim of the economist to 
be the removal of social evils. This end can be achieved only by 
means of scientific study. After a problem has been solved 
scientifically, the economist returns to the world and applies his 
scientifically arrived at solution to procure social improvements. 
Thus the driving force and the final goal, the beginning and end 
of economics, is moral, and the scientific treatment of problems 
is a necessary, but only intermediate, stage. 

Lord Keynes’ father, J. N. Keynes, in his work (1891) Scope 
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and Method of Political Economy, which is one of the very few books 
dealing extensively and thoughtfully with this controversial 
subject, also recognised two branches of economics, the one— 
theoretical and non-ethical—which is science, the other—applied 
and ethical—which is art. 

In later definitions of economics, the second branch, concerned 
with the ethical aspect, gradually disappears :— 

** Economics is the science which studies human behaviour as a relation- 

ship between ends and scarce means which have alternative uses... . 

Economics is entirely neutral between ends. . . .’’ (Lionel Robbins, The 

Nature and Significance of Economic Science.) 

J. R. Hicks is, if anything, more non-committal. He defines 
economics as the science which deals with business affairs. 

The modern schools of economists consider it a kind of 
strange aberration to use the word ethics in connection with 
economics; hardly any major publication by young economists 
exists on the subject. And the explanation of this is in no way 
to be found in a “ reactionary ” attitude; on the contrary, there 
is a considerable proportion of “ progressive ’’-minded economists 
among the younger generation. But only a few have the oppor- 
tunity of working on the lines of their socio-ethical ideas. Under 
the pressure of circumstances many of them have developed 
“ split personalities.” As professional economists they examine 
scientifically things as they are. In their capacity as private 
citizens they concern themselves with things that ought to 
be. Although torn by this conflict, the ‘‘ dual economist ” 
refuses to acknowledge the existence of this problem. 

He often tries to escape from it by asserting that theoretical 
and applied economics are two different fields which can easily 
be separated, the ethical approach being suitable for the latter 
only. Yet, something decisive is omitted in this argument. 
For, before the economist enters the sealed and sacred temple of 
science, he has to ask himself which problems he is going to solve 
and which principle is to guide the choice of his problem. At 
present the direction research takes is mostly determined by sheer 
accident and by conditions connected with research grants or, 
of course, by the character of employment. But it is above all 
the refusal to think in terms of the final purpose of one’s own life, 
activity and profession which is responsible for the lack of a guiding 
principle. 

One of the great merits of Marshall was his awareness of the 
importance of the choice of problem. He went into minute 
details to set down the questions with which an economist should 
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occupy himself. The following selection demonstrates once more 
the possibilities of economics as a branch of social ethics :— 


‘* How should we act so as to increase the good and diminish the evil 
influences of economic freedom both in its ultimate results and in the course 
of its progress? If the first are good and the latter evil, but those who suffer 
the evil do not reap the good, how far is it right that they should suffer for the 
benefit of others ? 

‘* How far would a more equal distribution of wealth justify changes in 
the institution of property, or limitations of free enterprise even when they 
would be likely to diminish the aggregate of wealth ? 

‘* How far could this be done without injustice and without slackening 
the energies of the leaders of progress ? 

‘* How far does the influence of economic freedom reach in any place, 
in any rank of society, or in any particular branch of industry? What will 
be the ultimate and intermediate effects ? 

‘* Ought we to rest content with the existing forms of division of labour ? 
Is it necessary that large numbers of the people should be exclusively 
occupied with work that has no elevating character? Is it possible to 
educate gradually, among the great mass of the workers, a new capacity for the 
higher kinds of work; and in particular for undertaking co-operatively 
the management of business in which they are themselves employed ? 

‘* What business affairs should be undertaken by society itself acting 
through its Government, imperial or local ? 

‘*Ts it necessary to retain in their full force all the existing rights of 
property ? 

** Are the prevailing methods of using wealth entirely justifiable ? ’’ 

One of the foremost tasks facing the economist to-day is an 
investigation into the problem of incentives. Society moves in 
the direction of increased planning, and the dangers of regimenta- 
tion and bureaucratic control grow accordingly. The only 
efficient antidote seems to lie in society creating incentives of such 
a character as will make the citizens do voluntarily what they are 
expected to do in the interest of the community. In this way, 
planning need not be the end of individual freedom, but may be 
the beginning of a scientific direction of personal initiative. In 
order to start work on such lines, however, one would first have to 
agree on an ethical principle, i.e., that it is better to attract than 
to force. 

If full employment is to be secured without a development 
towards slave labour, incentives for occupational and geographical 
migration would have to be created sufficiently strong to achieve 
the socially necessary transfer. Incentives for the movement of 
capital, for new research and inventions, for an improvement 
in housing and in working conditions, and, last but not least, 
incentives for a higher birth rate—as far as economic conditions 
are involved—would have to be worked out. Otherwise, tho 
unpleasant picture painted by adversaries of planning may easily 
come true, and a society, steadily declining, deprived not only 
of the freedom of thought and movement, but even of the desire 
for it, may evolve. 


Again, the opposition to such a society can only be based on 
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ethical grounds, since economic science as such is neutral to the 
form of society. Progressive economic planners, indifferent to 
ethical problems, may influence society in a direction away instead ~ 
of towards our traditional concepts of freedom and independence. 
They need to be conscious that planning all the time demands an 
answer to the question : what should be done? and this answer 
cannot be given without a definite ethical attitude to progress, 
and human happiness, poverty, illness, unemployment, slumps 
and ignorance. Without this ethical basis, planning would not be 
necessary at all, and things could be left to themselves. The 
effects of economic actions must be desirable for other than 
economic reasons. 

We witness to-day the strange phenomenon of planners who 
are, fundamentally, inspired by ethical principles, being, in our 
age of cynicism, as it were ashamed of such principles, and 
omitting to safeguard the most essential ones, the freedom of 
thought and action, and the intellectual and spiritual development 
of man. 

Yet a society in which planning plays an important réle could 
base its economic policy to a much higher degree on ethical 
principles than could a laissez-faire society. Laissez-faire im- 
plied the free play not only of beneficial, but also of evil forces, 
and the lack of executive power to enforce measures necessary for 
the general well-being. It would be calamitous if the very society 
which could plan the fulfilment of vital ethical principles in 
economic life were not to take heed of this unique opportunity. 

The student of to-day who is educated mainly in the spirit of 
expediency and, above all, of efficiency, may soon have lost all 
sense for ethical principles as the basis of economics precisely at a 
time when society is moving in the direction which would make 
their application possible. The increasing rdle which planning and 
controls play in society will make the economic maladjustments 
less severe; at the same time the growing hold of the State (with 
the help of modern methods of propaganda and organisation) 
over its citizens will lessen the fears about society’s stability. 
Theoretically, then, a society may evolve stable enough to offer 
a margin for an ethical approach to its problems, but only few 
-human agents would come forward to fill the ethical void with 
their ideals. 

Modern economists will have to find a cure for the broken 
continuity of economic thought. With the general decline of 
liberalism, precious ideas have been eliminated together with 
outdated concepts. Yet it would not be too difficult to preserve 
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many values fast being discarded and to raise economics again to a 
higher level where it consciously deals with and connects what is 
and what ought to be. Awareness of the problem may induce a 
few economists, tutors, lecturers, examiners, editors and writers 
of economics to think, and to train others to think, about their 
tasks and the purpose of economics. 

Then we may discover how greatly we can profit in taking over 
some of the moral fervour from past generations of economists. 
Without it, we may never achieve the world of food, work and 
homes for all. The God of efficiency may prove too weak for this 
task. Bowing to this tacitly assumed prime mover of all our 
rational actions, we are sure to destroy the sense for higher, non- 
economic values. And a future world run on principles of superb 
organisation will offer no fertile soil for their revival. 


S. Moos 
Oxford. 











POST-WAR ECONOMIC POLICY IN THE USS. 


Introduction 


Poticies and legislation for the reconversion and post-war 
periods are being framed in U.S. official quarters, both in the 
Congress and by executive agencies. Proposals and plans in 
great variety are being put forward by unofficial groups and by 
individual economists. Much of the work is inevitably con- 
centrated on the urgent problems of reconversion, and some of 
the planning has already been translated into legislation. Inter- 
national conferences of the Bretton Woods and Dumbarton Oaks 
types have taken up a good deal of official time and have thrown 
the whole question of international] economic policy in the. post- 
war period into the forefront of public discussion. U.S. domestic 
economic policy in the post-war years, however, has certainly not 
escaped earnest and detailed consideration. The purpose of 
these notes is to indicate the lines on which policy in this field 
is being canvassed. The selection of sources for reference is 
reasonably catholic, but the main emphasis is on material not 
generally available in Britain, with popular books and standard 
economic journals largely ignored. 


1 Four particular sources are frequently drawn upon. One is a report of 
a Congressional Committee which has been active in planning for reconversion 
and for the post-war period, with particular reference to the necessary legisla- 
tion. This is the Fourth Report of the House Special Committee on Post-war 
Economic Policy and Planning (78th Congress, 2nd Session, House Report 
No. 1855, September 8, 1944), referred to below as the Colmer Committee Report, 
after the chairman, Representative Wm. M. Colmer. The committee, which 
has the advantage of the services of Professor A. D. H. Kaplan as economic 
adviser, is continuing its work. 

Two other sources are publications in series of studies sponsored by unofficial 
organisations. The National Planning Association, with a wide membership 
from business, labour, agriculture and Government, has issued a pamphlet on 
taxation and related policies—Beardsley Ruml and H. C. Sonne, Fiscal and 
Monetary Policy (N.P.A. Planning Pamphlet No. 35, July 1944). This will be 
referred to as the N.P.A. Pamphlet. Beardsley Ruml of R. H. Macy & Co., 
is well known for his ‘‘ pay-as-you-go ’’ tax proposals. A more recently estab- 
lished group, the Committee for Economic Developments, is under the sponsor- 
ship and active direction of a group of business men. One of their first studies 
is Harold M. Groves’ Production, Jobs and Taxes (McGraw-Hill, 1944). A 
parallel policy statement has also been issued by the C.E.D. Research Committee— 
A Post-war Federal Tax Plan for High Employment, released September 6, 1944. 
This will be referred to as the C.E.D. Study. 

The remaining source is a collection of essays by the seventeen -winners in 
the Pabst Post-war Employment Competition. To mark the centenary of the 
founding of the Pabst Brewing Company in Milwaukee in 1844, the firm offered 
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An approach to domestic economic policy, almost universally 
adopted in the U.S., is to define the conditions under which 
reasonably full employment can be attained and maintained. 
The reforms proposed generally involve a balancing of support 
for consumer spending on the one hand and greater incentives 
for investment, particularly in new enterprise, on the other. 
The emphasis as between these two methods of reducing the gap 
between savings and investment varies a good deal from one 
plan to another. On balance, however, there tends to be rather 
greater stress on the encouragement of investment and on pre- 
ferential treatment of income from equity capital. 

There is fairly general agreement on the magnitude of the 
post-war problem. In 1940 the U.S. labour force was rather 
more than 54 million persons, of whom half a million were in 
the armed forces, nearly 8 million were unemployed and around 
46 million were in civilian employment on the average throughout 
the year. At 1943 prices, the gross national product was $120 
billions in 1940, with national income at $95—100 billions. This 
represents an intolerable under-utilisation of the resources of the 
U.S. The goal set for an early post-war year after reconversion— 
say 1947—is defined as follows. The labour force will have 
expanded to 60 millions, partly by the normal growth of the 
population and partly because some of the war-time recruits will 
remain at work after the war. The armed forces may account 
for 2} millions, and the “float” of transitional unemployment 
is usually put at another 2} millions. This leaves 55 million 
jobs in civilian occupations, not far short of 10 million more 
than before the war. The President has such a labour force in 
mind when he refers to 60 million post-war jobs as part of an 
American “ Economic Bill of Rights.’ The gross national product 
corresponding to this level of employment is estimated at around 
$170 billions at 1943 prices, with national income about $140 
billions (though the actual figures will depend on such factors as 
the tax structure adopted). In other words, the goal is a level of 
output far in excess of anything previously attained, and roughly 
40%, higher than in 1940. The estimate of $170 billions for an 
early post-war year assumes a temporary slowing down of the 
pre-war upward trend of 2}% per year in productivity per head 





substantial cash prizes for essays of around 2,000 words on post-war employ- 
ment policy. The winning essays, which were selected by four judges, including 
Wesley Mitchell and Beardsley Ruml,. have been privately circulated, and will 
be referred to as the Pabst Essays. Nine economists in the Federal Government 
service are included among the winners, some, like Mordecai Ezekiel, with inter- 
national reputations, others young and relatively unknown. 
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during the war years. Estimates for somewhat later years are 
substantially higher and approach $200 billions.! 

All proposals are put in the general setting of the U.S. free 
competitive system and democratic institutions. The emphasis 
on this, and hence on the relatively moderate role of Government, 
is significant. The winner of the first prize in the Pabst com- 
petition concludes his essay with the following : 


‘* The basis for the successful operation of a free market economy within 
a political democracy is popular understanding of the proper and possible 
relations between free government and free business. The system cannot 
operate at high levels if the government makes frequent incursions into 
the market mechanism in pursuit of the temporary or imagined interests of 
particular groups. The system will not operate at high levels if the govern- 
ment neglects its responsibility to prevent monopoly and to stabilize the 
general level of prices. The only enduring safeguard against such incur- 
sions or such neglect is public alertness, foresight and self-control. The 
development of such qualities is the great challenge to all who see that the 
high operation of a free, private, competitive economy is a necessary con- 
dition for the existence of political and personal liberties.”’ * 


Likewise the Colmer Committee : 


“* For the attainment of post-war prosperity we must look primarily to 
the efforts of private enterprise, its management and its labor force. The 
réle of the Government is essentially to provide the setting in which these 
efforts will have the best prospects of success. At the same time it is the 
obligation of the Government to take direct public measures for the pro- 
tection of its citizens against the economic hazards which are unavoidable 
in a progressing economy that preserves freedom of private enterprise and 
individual opportunity.’’ * 


though the committee considers it has a job to perform in noting 
“the need for bringing all aspects of the post-war economic pro- 
gram under central policy guidance.’’ Even the President, in 
his budget message to the new Congress (January, 1945), limits 
himself : 


‘* The American people have learned during the war the measure of their 
productive capacity, and they will remember that experience in the peace 
to come. It is the responsibility of business enterprise to translate market 

Fag he nt into employment and production. It is the responsibility of 

Government to hold open the door of opportunity and assure sustained 

markets. Then and only then can free enterprise provide jobs.’ 


Only one of the seventeen Pabst essayists comes at all close to 
recommending Government ownership and operation of even the 
basic industries. Some of the professions of belief in largely 
unfettered private enterprise, however, are subject to some 
discount. A close examination of the variety of reforms pro- 

1 Joseph Mayer, Postwar National Income (Brookings Institution Pamphlet 
No. 55, October 1944), puts post-war national income at $123 billions at 1943 
prices, well below the usually quoted figure of $140 billions. Mayer gets his 


lower estimate primarily because he does not take any increase in productivity 
over 1940 and does not allow for an upturn in productivity in the post-transition 


years. 
? Herbert Stein, Pabst Essays, pp. 8-9. 
3 Colmer Committee Report, p. 71. 
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posed discloses the fact that they could be effective only if the 
Federal Government plays a larger part in economic affairs than 
before the war. 

Tax Reform 

Practically all proposals on post-war economic policy put 
reform of the tax structure at the top of the bill. There is sur- 
prising unanimity on the need for remodelling the pre-war tax 
system, on the broad principles to be followed in the reform and 
on the general outlines of the plans put forward. Broadly, there 
is agreement that tax policy should favour consumption as opposed 
to savings, and should give preferential treatment to income from 
equity capital, particularly in new and risky enterprises. To 
this end, tax revenue should be mainly drawn from a broad and 
reasonably progressive income tax; corporate income and excise 
taxes should be abolished or greatly reduced; and some system 
of spreading tax assessments should be adopted for fluctuating 
incomes. On the other hand, there is much disagreement as 
to the precise means needed to achieve these ends, as to the 
details of the reforms and as to the effects of various specific 
proposals. 

The proposals of the National Planning Association (Ruml- 
Sonne) and of the Committee for Economic Development (Groves), 
the latter generally followed by the Colmer Committee, illustrate 
the general basis of agreement and the divergencies on detail. 
Under both plans the bulk of federal tax revenue would be 
derived from personal income taxation. Income taxes would 
have a broad base—broader even than the existing war-time 
system—and the standard rate would be high on U.S. experience. 
The income exemption limit under each plan would be calculated 
at $500 for the person taxed and for each dependent. A married 
taxpayer with two dependents would thus pay tax on net incomes 
(before exemption) of more than $2,000 and the effective rate 
would be around 10% on a net income of $5,000 and 16+18% 
on a net income of $10,000. The Ruml-Sonne plan, with stiff 
surtax rates, is more progressive for the higher incomes than the 
C.E.D. proposals. Income tax and surtax would take 45% of a 
$100,000 income and more than 60% of a $500,000 income 
according to the Ruml-—Sonne rates, whereas the C.E.D. plan 
provides for only 42}% and 534% respectively. 

Elimination of the duplication in corporate and personal 
income taxation is proposed in both plans, partly as a matter of 
ordinary fairness and partly to lessen the tax burden on dividends 
from equity capital. The two proposals differ on the method of 
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eliminating the duplication. The C.E.D. would follow the present 
British system fairly closely in retaining a corporate profits tax 
as a combination of a withholding tax on distributed earnings 
and of an advance payment on undistributed profits. Personal 
income-tax rates applicable to the lowest income groups would be 
applied to all corporate income. The tax paid on profits cur- 
rently or subsequently distributed would be credited to the 
stockholders in their assessment to personal income tax. The 
individual stockholder would also get credit under the capital gains 
tax if he realises a gain attributable to undistributed or re- 
invested profits. Some modifications are suggested, including 
the exemption of new businesses of small size from tax on undis- 
tributed profits. The Ruml-Sonne plan, on the other hand, 
would exclude dividends paid from taxable corporate income 
while taxing retained income at the first bracket rate under the 
personal income tax. Also the plan would retain a small franchise 
tax of say 5%. On this plan dividends would be taxed as personal 
incomes. It is not made clear by Ruml and Sonne how they 
propose to deal with undistributed profits, but the suggestion 
is that, if and when retained income is later distributed, the 
corporate tax might be credited against the personal income tax 
of the dividend recipient. 

Groves goes into more detail on income-tax provisions in his 
C.E.D. study. He recommends greater latitude in the timing 
of deductions for depreciation and obsolescence, broadly in line 
with British official policy in this regard. He also proposes 
various adjustments for fluctuating incomes, including a carry 
over of at least six years (backward and forward) for business 
losses and a refund when past payments of personal income tax 
substantially exceed those which would have been paid if the 
same aggregate income had been earned at a constant rate.! 

Neither the Groves nor the Ruml—Sonne plan has very definite 
proposals on the capital gains tax, though the British system of 
ignoring capital gains and losses is not favoured. Groves would 
prefer to see capital gains and losses averaged over long periods 
and taxed like other income, without the segregation (by the 
length of time assets have been held) in existing U.S. practice. 
Ruml and Sonne consider that the present capital gains tax 


1 Groves’ proposals on depreciation allowances and on provisions for averag- 
ing out business losses are to be found in similar forms in Lewis H. Kimmel, 
Post-War Tax Policy and Business Expansion (Brookings Institution Pamphlet 
No. 53, December 1943). They are opposed by many accountants as tempting 
** business men to undertake transactions with an eye to tax savings rather than 
sound economic policy ’’ (N.Y. Times, December 7, 1944). 
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“does not have an important inhibitive effect on high production 
and high employment,’ and propose that the tax ‘“‘ should be 
retained in its present form for the time being in order that this 
controversial subject should not tend to confuse more important 
issues.” 1 Taxes on gifts and on estates passing at death are 
likewise discussed summarily in both plans. Ruml and Sonne 
regard these taxes as governed by social rather than by fiscal 
considerations. Groves would broaden the base of the estate tax 
and use higher rates as an offset to reduced surtax rates. Both 
schemes would eliminate the exemption of Government bonds 
from income taxation, i.e., the existing exemption of State and 
local bonds from federal taxes and of federal bonds from local 
taxation. Whereas Ruml and Sonne would limit this reform to 
future issues, Groves is inclined to extend it to existing issues 
with compensation to the vested interests concerned. 

Both plans regard a general sales tax as deflationary and 
undesirable and take the same line on excise taxes in general. 
The proposal is to abolish all excise duties with the exception 
of those on tobacco, alcohol and perhaps petrol, which would be 
retained, or at least tolerated, since their elimination would leave 
a large revenue gap to be filled by income taxation. Groves 
concludes that “‘ in preference to general sales taxes, high special 
excises are a tolerable, even though not a desirable, substitute for 
adequate standard rates in the personal income tax.” ? Ruml 
and Sonne say that these particular duties “ provide a deflationary 
anchor to windward and can be left to the extent that experience 
shows desirable after the effect of other tax measures is evident.”’ 

The winning essayists in the Pabst competition generally 
mention reform of the tax structure as a requisite for the achieve- 
ment of full employment. Ten of the seventeen winners go into 
some detail and give nearly unanimous support to the elimination 
of double taxation of corporate income and of most excise duties. 
The spreading of assessment for variable incomes is favoured by a 
majority, and one author proposes a practical substitute for an 
averaging process, namely “to permit allocation of any portion 
of total depreciation on property to any desired year and re- 
allocation retroactively over a three year-period.” * A majority 
of the essayists making specific proposals would appear to recom- 
mend some form of taxation of idle savings, but, perhaps because 
of the limitation of length, no essay gives any practical method 


1 N.P.A. Pamphlet, p. 14. 2 C.E.D. Study, p. 91. 

3 N.P.A. Pamphlet, p. 12. 

4 Everett E. Hagen, economist in Federal Reserve Board, Pabst Essays, p. 47. 
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of overcoming the obvious difficulties in the way of such a tax. 
State and local taxes, as opposed to federal, are of considerable 
importance in the U.S. They have received less attention, 
probably, in view of the large number and great variety of the 
local authorities concerned. Some of the Pabst essayists regard 
it as desirable, as in federal tax system, to shift local taxes away 
from their present emphasis on property and towards a greater 
stress on income. 

There is therefore general agreement on the broad principles 
of tax policy—the balancing of purposive saving and investment 
through the encouragement of consumption in lower-income 
brackets and through the fostering of new equity capital invest- 
ment. The emphasis varies and, in general, more consideration 
is given to corporate income taxation and to the spreading of 
business losses, for example, than to the elimination of excise 
duties or to the tax rates in low-income brackets. However, 
Marriner Eccles (Chairman of the Federal Reserve Board) has 
raised his influential voice in favour of easing the burden on 
consumption before considering relief of corporate taxation 
(Federal Reserve Bulletin, December, 1944). The consideration 
of tax policy by most authorities shows a great advance on earlier 
thinking in one important respect. There is now a general 
appreciation of the need to look at tax proposals as a whole and 
in relation to general economic developments and, in particular 
to the goal of full employment and stability over the long period. 

Total revenue receipts of the U.S. Federal Government in the 
fiscal year ending June 30, 1940, amounted to $5-1 billions, 
excluding employment taxes for social insurance schemes. Of 
this total, 20% was derived from personal income taxes, 40% 
from excise and custom duties, 25°% from corporate income taxes 
(including the capital stock tax) and the balance of 15% from 
death duties and miscellaneous receipts. The proposals described 
above would drastically change this pattern. Very broadly, on 
the basis of a comparative calculation by Musgrave,! the plans 
proposed by the N.P.A. and C.E.D. envisage a federal tax yield 
of $18—19 billions at 1943 prices and at full-employment levels of 
income. This revenue would come as to two-thirds from personal 
income taxes (including the tax on dividends derived at source), 
less than 20% from excise and customs duties and only small 
amounts from corporation taxes proper and from miscellaneous 
sources. 

There is some uncertainty in regard to the extent to which 


1 Federal Reserve Bulletin, December 1944, p. 1163. 
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the plans achieve a double goal of reducing the burden of taxation 
on consumption and on desirable forms of investment. The 
difficulty, of course, is that with a definite total yield to be 
achieved, the proposals for stimulating investment relieve savings 
as against consumption and offset to a considerable extent the 
proposals for the direct relief of consumption. This raises the 
vital question, as yet unsolved, of the degree to which corporate 
income tax is shifted. A reduction of the tax would benefit 
dividend recipients and investment to the extent that the tax is 
not shifted but is absorbed by business. To the extent that the 
tax is shifted, a reduction would favour consumption either by 
reducing prices to consumers or by raising workers’ wages. (Some 
opponents of the corporate income tax would, however, appear 
to think they can have it both ways.) Randclph Paul, formerly 
with the U.S. Treasury, has stated recently that the framing of 
a sound post-war tax structure depends on the answer to this 
question. Musgrave is inclined to think that as much as two- 
thirds of the tax is reflected in reduced corporate net income and 
not shifted to consumers or workers. He indicates that the 
proportion of taxation falling on consumption may even be 
higher under the new proposals than in 1940.1 

In conclusion, a passing reference may be made to a tax plan 
which differs radically from those put forward by the large majority 
of authorities. This is the plan proposed by a private business 
group, the Research Bureau of the Twin Cities (Minneapolis-St. 
Paul).2, The proposals given preference in this scheme include, 
on the one hand, low rates of personal income tax and, on the 
other hand, a high corporate income tax of 40%, together with 
retention of all existing excise duties and the imposition of a general 
sales tax of 5% without exemptions. This imposes a greater 
burden of taxation on consumption as compared with either the 
N.P.A. or the C.E.D. plan. The difference, however, is not as 
great as the heavy excise and sales taxes might suggest, because 
the corporate income tax is retained at a high level. In fact, the 
proportions drawn from various sources on the Twin Cities scheme 
would not differ very much from those found in 1939-40. The plan 
goes out of its way to favour income from equity capital, as opposed 
to other forms of earned or unearned income, by exempting 40% 
of all dividend income from taxation. The Twin Cities proposals, 
however, must be regarded as the inevitable minority report. 


1 Op. cit., pp. 1164 and 1167. 
2 The Twin Cities Plan for Postwar Taxes (Twin Cities Research Bureau, 
St. Paul, June 1944). 
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Budget Policy 

Ruml and Sonne in their N.P.A. pamphlet sum up quite 
concisely the attitude now generally taken towards Budget policy.! 
This policy can no longer afford to be “neutral” towards 
consumer demand, investment and employment. A _ positive 
policy must be followed to assist in maintaining effective demand 
and employment at a high level. This does not mean a budget 
carefully balanced in each accounting period. Neither does it 
mean regular deficits or federal spending for its own sake. Ruml 
and Sonne envisage that tax revenues will balance federal 
expenditure “‘at some agreed level of high employment and 
high production.” In times of unemployment their policy would 
call for deficits in the federal budget, which may come in part 
from reduced taxation and in part from increased spending. On 
the other hand, when and only when employment exceeds the 
agreed level, a budget surplus can be permitted in order to 
retire federal debt. 

There is some doubt whether the C.E.D. and N.P.A. proposals 
actually achieve these objectives. The plans put tax revenues at 
a little over $18 billions and federal expenditures at about the 
same figure. Musgrave regards $18 billions at 1943 prices as too 
low an estimate of federal expenditures after the war and many 
U.S. economists would support this view with estimates of the 
post-war federal budget ranging from $25 billions upwards. The 
plans would need higher tax rates than they specify—and their 
scheme would look clearly less attractive—if they are to balance 
the budget at (say) $25 billions at something approaching full 
employment and with a little to spare for debt retirement when 
full employment is achieved.? 

Two of the Pabst prize-winners stress the importance of a 
federal budget planned in cyclical terms. Hagen approves a 
federal budget regulated in cycles with tax rates reduced and 
expenditures increased when activity falls off and with sur- 
pluses for debt redemption when full employment is approached. 
But he thinks this is rather optimistic as a practical policy and says : 


‘*The propensity of the American people to save as their income rises 
is so great that far bolder measures . . . will probably (except perhaps 
during a brief postwar boom) be needed to offset those savings. A large 
regular deficit of government or of government-created agencies, financed 
in ‘ unorthodox ’ ways which create no interest charge, may be necessary.”’ * 





1 N.P.A. Pamphlet, pp. 4—7. 

2 Musgrave, op. cit., p. 1170: ‘‘If the higher budget figure is correct, the 
C.E.D. and R.-S. plans are rather unrealistic, either because the proposed tax 
rates are deficient or because the balancing objective is overstated.”’ 

3 Everett E. Hagen, Pabst Essays, p. 49. 
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Hart would exclude from the federal budget structure all 
social security receipts and payments and the excess or deficiency 
of public works expenditures as compared with estimates or appro- 
priations. The budget itself could then be set up to balance at the 
employment level of (say) 55 million workers. The “ excluded ” 
accounts could be manipulated as a first line of defence of the full- 
employment position, but he also thinks that chronic deflationary 
tendencies may arise amenable only to deficit budgeting with 
reduced taxes of types bearing heavily on consumption.* 

Hart further proposes a commodity-reserve scheme which 
would also be excluded from the federal budget proper. The 
scheme involves Government buying and selling of commodities 
to be held in stock as currency reserves and treated like monetary 
gold and silver. Purchases and sales would be regulated as 
anti-cyclical measures. Generally, however, there is little sup- 
port in the U.S. for Government purchasing of commercial com- 
modities, and particularly of surplus supplies, during recession. 
There would be great opposition to a plan on the lines proposed 
by Sir William Beveridge as an integral part of his full-employ- 
ment proposals. Many Americans would not wish to repeat the 
experiments of the 1930’s in Government acquisition of surplus 
agricultural commodities through the Federal Farm Board and 
the AAA. 

Another Pabst essayist recommends that the Federal Govern- 
ment should prepare and maintain a National Budget which 
would “ present quantitative data on the probable future rela- 
tionship between national output and utilisation of this output 
under existing patterns and controls.” * Such a budget would 
make clear the magnitude and the nature of current problems 
and serve as the basis for governmental action in the fields of 
taxation, credit control and foreign economic policy. This is 
somewhat similar to the proposals for a British Capital Budget 
as set out in the White Paper on Employment Policy. A plan 
of this kind has been taken up by a congressional group and a 
draft bill to give effect to it has been introduced into the Senate 
(January 1945). The bill requires the President to submit 
annually to Congress a “ National Production and Employment 
Budget,” including proposals for bridging any gap between the 

gross national product corresponding to full employment and the 
probable gross national product during the coming fiscal year. 


1 Albert G. Hart, Pabst Essays, pp. 53-54. 
2 Grover W. Ensley, economist in U.S. State Department, Pabst Essays, p. 28. 
3 Cmd. 6527, para. 84. 
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The budget would be considered by a Joint Committee of both 
Houses of Congress and would serve as the basis for congressional 
action on taxation and appropriations. 

If the Pabst essay-winners provide any guide, there is reason- 
ably unanimous support for the creation of a National Economic 
Council to advise the executive and legislative branches of the 
Government and to include representatives of industry, labour, 
agriculture and consumers. There is also quite general support 
for the creation of federal agencies for the provision of statistical 
and economic services and for publicly supported laboratories 
for research into industrial methods and processes. Ezekiel 
makes out a strong case for federal action in this direction. 
He proposes, in particular, the creation of a Bureau of Industrial 
Economics with functions broadly similar to those of the existing 
Bureau of Agricultural Economics. Such a bureau could take 
over the statistical services of such war-time agencies as W.P.B. 
and O.P.A. and, in adapting them to peace-time conditions, 
provide assistance to Government and industry in planning 
production policies. 

The general view of public works as an anti-deflationary 
weapon in the Government armoury is indicated by the approach 
adopted by the Colmer Committee.2 The committee places 
primary reliance on the encouragement of private and normal 
public construction, not only through general tax reforms pro- 
moting full employment, but also by the revision of local build- 
ing regulations, by the elimination of restrictive trade practices 
and by other devices to reduce building costs. The next line of 
attack, when general activity declines, is to stimulate public 
works beyond the normal level. This would be done by State 
and local authorities, but the Federal Government would need 
to step in by providing technical counsel to ensure the best 
timing of local projects and to speed up the preparation of plans. 
The committee further recommends that federal support be 
given to local authorities through grants-in-aid on a 50-50 
matching basis. Finally, as a second-line defence, a reserve of 
further useful public works should be prepared to be put promptly 
in hand when the situation calls for them. This reserve should 
be under federal supervision, and the projects could be prepared 
by federal agencies as well as by State and local authorities. 

The winning essayists in the Pabst competition are in sub- 
stantial agreement on the use of public works. They lay stress 


1 Mordecai Ezekiel, Pabst Essays, p. 34. 
2 Colmer Committee Report, pp. 30-37. 
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on the reliance on State and local agencies for the planning and 
implementation of public works projects, on the importance of 
co-ordination with the Federal Government, particularly on 
timing the introduction of various projects and on the need to 
confine public works to those of undoubted utility. Many of 
the authors tie public works closely to schemes for developing 
national recources on the lines of the TVA, as do Administration 
spokesmen such as: Mr. Byrnes (in his first report as Director of 
War Mobilisation and Reconversion). It is generally recognised 
that actual outlays on public works will need to be divorced 
from year-to-year appropriations in federal or local budgets. 

Ruml and Sonne take a more restricted view of the place of 
public works. They propose that the timing of public works 
should be planned with the limited objective of stabilising of 
activity in the construction industry itself at a level consistent 
with long-term requirements. This would help in the levelling out 
of general cyclical variations in employment and output. But 
to rely on large-scale public works at times of high unemploy- 
ment might add another disruptive factor by unduly inflating 
the construction industry, and hence by creating a demand for 
continued public works simply to keep the inflated industry 
occupied. * 

Credit Policy 


The pre-war tendency in credit and monetary policy was to 
rely less upon general controls through the discount rate, reserve 
ratios and open-market operations. The emphasis was increas- 
ingly on special or selective controls, such as regulation of con- 
sumer credit. While there is considerable disagreement on the ex- 
tent and place of credit control in post-war economic policy, where 
concrete proposals have been put forward (e.g., by the Colmer 
Committee), they are broadly on the following lines. 

It is desirable that interest rates in the post-war period should 
be kept low and that the large volume of short-term Government 
debt should not be funded. This is supported by official state- 
ments in the U.S. as in Britain and Canada.? 

The Federal Reserve System should be extended and made more 
flexible. In view of the fact that certain parts of the system’s 
present authority is based on executive orders soon expiring, the 
opportunity should be taken to review the legislative action needed 
to modify and extend the powers of the — In any case, 

1 N.P.A. Pamphlet, p. 16. 


2 See Secretary Morgenthau’s address at Los Angleles on October 14, 1944 
(U.S. Treasury Bulletin, November 1944). 
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a co-ordination of federal agencies with credit-granting powers is 
badly needed, since there are now a dozen or more agencies with 
overlapping authority over business, housing and agricultural 
loans. 

The objective of stimulating investment is to be achieved, of 
course, mainly through taxation and other general reforms. 
The improvement of the channels through which savings flow 
into investment is regarded as a secondary, though still important, 
matter. Here there is stress on the provision of credit, par- 
ticularly for small firms, on the basis of broader risks than com- 
mercial banks would normally take. Private banks should 
co-operate in pooling risks, and some form of guarantee from 
the Federal Reserve System is desirable. An amendment of the 
Federal Reserve Act would be necessary for this, as for schemes 
for authorising long-term finance corporations. The Baruch-— 
Hancock report on war and post-war adjustment policies recom- 
mended that Federal Reserve Banks should have additional 
authority in making industrial loans as a regular source of credit 
for smaller businesses. Legislation has been introduced into 
Congress which would authorise Federal Reserve Banks to 
guarantee financing institutions against loss on loans made to 
business enterprises and to make commitments to purchase such 
loans. A small business man, for example, would apply for his 
loan through his regular bank, and the latter would in turn apply 
to the Federal Reserve Bank in the district for a guarantee. 

Particular attention is given to the question of continuing 
the war-time regulation of consumer credit, particularly instal- 
ment purchasing. In pre-war years consumer credit in the U.S. 
exerted a powerful influence on cycles of business activity. Around 
60% of the purchases of the main consumer durables were on 
the instalment system. Total consumer debt, which was at a 
peak of $7 billions in 1929 and again in 1937, began to rise 
sharply in 1939, and reached nearly $10 billions at the time of 
Pearl Harbour. Regulation W of the Federal Reserve System 
brought this total down to around $5 billions by mid-1943. 
In view of the potential post-war instability resulting from the 
large private holdings of liquid assets, it is generally agreed that 
consumer credit control may need to be continued, and should 
always be held in reserve. It should, in fact, be seriously con- 
sidered as a permanent anti-inflationary weapon. 

These points are also made by many of the Pabst essay- 
winners. Several of these authors attach great importance to 
private residential housing as a main determinant of construction 
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activity, and specify reforms which would ease the granting of 
credit in this field. To stimulate private residential construc- 
tion, they propose that extended powers should be given to the 
Federal Housing Administration and the Federal Home Loan 
Bank Board, which already control more than two-thirds of the 
mortgage credit for new private house-building. The emphasis 
is on the reduction of building costs and of the cost of borrowing 
for low-rent housing. Mortgage credit for new private houses is 
simply another form of instalment credit, and should be regulated 
on the same lines, e.g., by reducing down payments, lengthening 
amortisation periods and cutting interest rates at times when 
construction activity needs to be stimulated. Housing projects 
by local authorities have never been on a scale comparable to 
the British. To encourage local government agencies to extend 
their activities in the field of housing construction, and par- 
ticularly to provide low-rent housing, various inducements: are 
proposed, including grants-in-aid from the Federal Treasury. 
Much is also made of the possibility of agreements between local 
authorities and the building unions to substitute annual wages 
for the present high hourly rates on public housing-construction. 


Social Security 


Some consideration has been given in the U.S. to the ques- 
tion of integrating social security schemes with general post-war 
economic policies, and thought has been much stimulated by the 
National Resources Planning Board study made by Dr. E. 
Burns. It cannot be said, however, that social security schemes 
are yet as advanced or as adventurous in the U.S. as in Britain. 

The Colmer Committee Report, for example, contents itself 
with some broad statements on the need for federal action to 
protect workers against unavoidable economic hazards.2 These 
measures include the extension of unemployment and old-age 
insurance to groups of workers not at present covered, €.9., 
merchant seamen and federal employees at present outside the 
unemployment insurance schemes of the States. The provisions 
of the various State schemes need to be improved, particularly 
in the matter of the level and the duration of unemployment 
benefits. In the summer of 1944, the Senate, when considering 
reconversion legislation, rejected a bill which included among 
other things provision for liberal unemployment compensation 

1 Leo Grebler, statistician at Federal Home Loan Bank Board, Pabst 


Essays, pp. 42-43. 
2 Colmer Committee Report, pp. 24-30. 
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under Federal Administration. The legislation actually passed 
incorporated conservative provisions on unemployment insurance 
which generally maintained the present States’ schemes. A 
further suggestion of the Colmer Committee is that the U.S. 
Employment service, greatly extended in war-time for recruiting 
and moving war workers, should be permanently strengthened, 
and that support should be given to private and governmental 
agencies which have educational, training and job counselling 
schemes. 

Ruml and Sonne take a conservative line in recommending 
that “the social security program should be revised with re- 
spect to its fiscal and monetary influences.” 1 The unemploy- 
ment insurance scheme should balance receipts and payments 
at an agreed high level of employment. Reserves should be 
accumulated only at higher levels of activity and as a restraining 
influence on expansion. On the other hand, the scheme should 
add to purchasing power, perhaps by the allocation of funds 
from general revenues to cover deficits, at lower levels of employ- 
ment. The old-age insurance scheme, however, should be 
regulated so as to be neither inflationary nor deflationary, i.e., 
it should be financed on a current basis, with receipts and pay- 
ments always balanced. If revenues tend to exceed payments, 
for example, then the tax rate should be lowered or benefits 
extended or both. 

Some hints of a flexible use of social security schemes in 
post-war policy are to be found among the Pabst competition 
essays. Hart, for example, in recommending that unemploy- 
ment insurance payments and receipts should be regarded as 
outside the budget balanced annually, adds that the social 
security scheme “ should be extended and adjusted to guarantee 
a substantial and prompt offset to any general drop of pay-rolls 
through unemployment.” 2 But no U.S. authority has yet 
ventured to suggest a scheme for varying social security con- 
tributions according to the unemployment percentage, as pro- 
posed in the White Paper on Employment Policy.* On the 
contrary, there would be opposition to any such scheme. When 
Congress was considering (and denying) the automatic increase in 
1945 in the social security tax rate from 1% to 2% of pay-rolls an 
editorial in the New York Times (November 16, 1944) commented : 


‘*Much emphasis will probably be given to the anti-inflationary effect 
of permitting the rise in the tax rate to take place because it will reduce 





1 N.P.A. Pamphlet, pp. 12-13. 2 Albert G. Hart, Pabst Essays, p. 53, 
5 Cmd. 6527, para. 68, Appendix IT. 
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the volume of excess purchasing .power. . . . Nevertheless, it would be 
unwise to permit fiscal considerations to govern. If the rate were now 
increased primarily as a fiscal measure, there would be agitation to lower 
it in periods of depression in order to increase buying power. The net 
result would be to make Social Security taxes a political football and to 
endanger the soundness of the entire social security program.”’ 


Foreign Economic Policy 


U.S. views of export policy in the post-war period are 
confusing from the British point of view. The approach to 
export policy through the balance of international payments 
has become standard in Britain. But in the U.S. the balance 
of overseas payments plays an insignificant part in the whole 
economy, and export policy is viewed in an entirely different light. 
Two schools of thought can be broadly distinguished. 

According to one school, the achievement of full employment 
and a high level of domestic output is connected with a restora- 
tion and expansion of world trade which can come about only 
by the elimination, or at least the drastic reduction, of trade 
barriers. This view is sometimes based on nothing more than 
the simplest free-trade argument that, other things being equal, 
there would be greater prosperity all round with unfettered 
trading than under restrictive tariffs, quotas and exchange con- 
trol. Other authorities subscribing to this school of thought 
have given greater point to their arguments and have based 
them on present tendencies in the U.S. One view is that pro- 
sperity at home can be attained only if world trade is expanded. 
This view is taken by the Foreign Economic Administration : 


“* Tt has always been the policy of the Foreign Economic Administration 
to encourage private foreign trade so far as possible in accordance with the 
primary objective of winning the war as quickly as possible. A greatly 
expanded foreign trade after the war will be essential to the maintenance 
of high production levels and full employment in this country.”’ + 


Ruml and Sonne put the point the other way round : 


“*Indeed, high domestic employment and consumption with corre- 
sponding comparatively high imports are in themselves, perhaps, the 
greatest contribution we can make toward the stabilization and improve- 
ment of world conditions.”’ ? 

A general view, however, would be that, if full employment 
and high output are achieved in the U.S., there would certainly 
be a greater demand for imports and there would equally cer- 
tainly be more goods available for export. The chance of achiev- 
ing prosperity would be much improved if foreign trade is at a 

1 Report to Congress on operations of the Foreign Economic Administration 
(Washington, 1944), p. 39. The same line is taken by the unofficial Committee 
on International Economic Policy in their pamphlet, World Trade and Employ- 
ment (June 1944). 

2 N.P.A. Pamphlet, p. 29. 
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high level and freed from restrictions. Condliffe concludes that 
“ the real alternatives of economic policy are an effort to expand 
world trade or retreat to autarchic isolation. From an economic 
viewpoint the chances of minimizing industrial fluctuations after 
the war would seem to be greater if the former alternative can 
be pursued successfully.” 

Recommendations on the expansion of world trade start 
generally from the assumption that the U.S. must take the 
leadership in carrying over their reciprocal trade agreement policy 
into multilateral national agreements under auspices of the 
United Nations Economic and Social Council proposed at Dum- 
barton Oaks. Quotas, subsidies, exchange control and other 
trade barriers as used by the “ other fellow’ are regarded, with 
some reason, as greater impediments to world trade than tariffs. 
But it is recognised rather ruefully—for domestic support of the 
US. tariff is strong and widespread—that the traditional U.S. 
tariff policy cannot be maintained without concession if other 
countries are to be persuaded to remove their trade barriers. 

The other school of thought is based on the argument that, 
at the national income level associated with full employment, 
more would be saved in the U.S. than would be invested. The 
national output corresponding to full employment would exceed 
normal expenditures by Government and by consumers—out of 
the income flowing to them—by more than prospective private 
capital investment. There would therefore be a “ gap,” generally 
estimated at some $10 billions per year at 1943 prices, and deflation 
and unemployment would follow unless some way can be found 
of bridging the gap.2, The recommendations for reducing the 
difference between total output and normal expenditures include 
a variety of governmental devices, mainly public works and 
other forms of Government spending. But one of the possi- 
bilities is for the U.S. to invest abroad by running a continued 
excess of exports over imports. It is maintained that exports 
should be at least $10 billions a year and imports at least $6 
billions a year after the war. Of the favourable balance on 
merchandise account, $1 billion would be offset by services and 


1 John B. Condliffe, The Foreign Economic Policy of the United States (Yale 
Institute of International Studies, privately distributed September 25, 1944), 
p. 13. It is undoubtedly true that the U.S. could pursue a policy of economic 
isolation by planning for domestic mass consumption and a rising standard of 
living. This would, however, be a reversal of present industrial and political 
thinking in the U.S. See Adolph Lowe in the American Journal of Economics 
and Sociology (April 1944). 

® See ‘‘ Jobs After the War ”’ (Federal Reserve Bulletin, May 1944) and Grover 
W. Ensley, ‘‘ The Ten-Billion-Dollar Question,’ Pabst Essays, pp. 26-30. 
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miscellaneous items and the remaining $3 billions would be 
long-term capital investment abroad. A study by the National 
Planning Association 1 concludes : 
“Tt is in the national interest to expand imports of foreign goods and 
services, thereby increasing our own export opportunities and, through the 
effect of a higher American trade level, enabling multilateral trade expansion 


as an essential contribution to world economic prosperity and political 
stability.” 


and 
**It is in the national interest to embark upon an expanded public and 
private foreign loan and investment program . . . especially through pro- 
viding the requisite security for larger private investment.”’ 

The two approaches are perhaps not as far apart as they 
would seem. Both would agree on the necessity of reducing 
trade barriers, and both recognise that some concessions on the 
U.S. tariff will be required. Whereas one approach stresses the 
point that the U.S. must accept higher imports, the other em- 
phasises the importance, not so much of accepting payments 
for exports, but rather of foregoing payments by deliberate and 
continued overseas investment. A combination of the two 
approaches, which might be generally acceptable, would involve 
a high level of mutual trading, exports and imports alike, with 
countries such as the United Kingdom, together with large-scale 
investment in such countries as China. 

In any case, the prospect in the initial post-war period is that 
U.S. exports, including those for relief and reconstruction, will 
increase more rapidly than imports. The immediate problem is 
likely to be that of financing exports, and this in itself may go 
some way towards bridging the gap between domestic saving 
and investment in the early and difficult post-war years. Pro- 
posals have been made to increase the lending power of the 
Export-Import Bank from $700 millions to a much larger figure 
to handle the demands for foreign credit expected upon termina- 
tion of the war in Europe. One of the difficulties is the Johnson 
Act, which forbids credit to countries in default on loans made 
in World War I. If the Johnson Act is not repealed, loans by 
the Export-Import Bank would need to be made exempt from 
its prohibitions. Early action in Congress, with support from 
the Administration, is expected on these proposals. 

Export and overseas investment policies are closely linked 
in the U.S. with a number of controversial issues, and specifically 
with commodity agreements and international cartels. Such 


1 America’s New Opportunities in World Trade, National Planning Association 
Pamphlet Nos. 37-38, November 1944. 
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discussions of these issues as are made in public scarcely con- 
stitute a fair sample of expert thinking in the U.S. They vary 
all the way from the high moral line of ‘‘ outlaw all cartels ”’ to 
the flat statement of ‘I know of no bad cartels,’ reported to 
have been made by the General Electric chairman before a con- 
gressional committee. Certainly, practically every authority 
stresses the importance of more rigid enforcement of the anti- 
trust laws, and their extension from the national to the inter- 
national field is quite commonly proposed. The most recent 
attack on international cartels appears in a congressional report.? 
This attack is coloured by an approach to the problems of inter- 
national economic policy through a plan to limit Germany’s 
industrial power to make war, and hence through an out-and- 
out condemnation of the German cartel system. This, however, 
takes us far afield from the main purpose of these notes. 
R. G. D. ALLEN 
Washington. 
1 Cartels and National Security, report of a Sub-committee of the Senate 


Committee on Military Affairs (78th Congress, 2nd Session, Senate Sub-committee 
Report No. 4, November 13, 1944). 
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MR. LERNER ON “THE ECONOMICS 


I 


From Adam Smith to the nineteen-thirties professional 
economists, in this country at least, believed in competition 
and the virtues of allowing the pricing mechanism to bring about 
the most economic use of resources. The development of the 
“economic calculus” was the basic purpose of economic study. 
During the nineteen-thirties and more recently a different strand 
of economic thought has developed. The imperfections and 
inadequacies of the competitive system and of the pricing 
mechanism (which were always recognised to a greater or lesser 
extent by economists) have been so emphasised by some recent 
writers that the whole idea of an economic calculus has been 
abandoned by them. Consumers’ irrationalities and ignorance 
of what is good for them; wastes due to imperfections in com- 
petitive markets; external economies and diseconomies which 
necessitate a divergence between the private and social interest ; 
the evils of unemployment; the difficulty of improving the 
distribution of income without interfering with the price system— 
the realisation of all these phenomena has led some people to 
the view that the price mechanism is a snare and a delusion and 
that the quantitative planning of production and consumption 
by the State provides the answer to our economic discontents. 

This development of thought has already, in its turn, pro- 
voked some reaction. Professor Hayek, in The Road to Serfdom, 
leads a counter-revolution, the main purpose of which is twofold : 
first, to reassert the usefulness of the competitive price-mechan- 
ism; and, secondly, to assert the arbitrariness of all acts of 
centralised planning and to establish the danger to freedom of 
accepting anything but the impersonal conclusion of the com- 
petitive market. Thus, the stage is set for a battle royal between 
Planning and Laissez-faire. 

There is, however, a third school of thought, ably repre- 
sented by Mr. A. P. Lerner’s recent book. Mr. Lerner believes 
passionately in the principles of the economic calculus, in the use 
of the price mechanism, in the avoidance of arbitrary centralised 
planning, and in freedom of choice for consumers and workers ; 


OF CONTROL” 


1 The Economics of Control : Principles of Welfare Economics. By Abba P. 
Lerner. (New York: The Macmillan Company, 1944. Pp. xxii+ 428. $3.75.) 
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but he does not believe in unqualified laissez-faire. He preaches 
the “controlled economy’ by which he means an economic 
system in which the price mechanism is made to work, at the 
dictation of the free choice of the individual consumer, in such 
a way as to attract factors of production to the uses in which 
the valuation set by consumers on their marginal product is 
highest. In many cases, according to Mr. Lerner, this can best 
be achieved by competition; in other cases it is necessary to 
institute socialist production to achieve this end of equating 
prices to marginal costs. The “controlled economy” is the 
economy in which controls are introduced of a kind and on a 
scale necessary to achieve just this object of making the price 
system work, and from which all other regulations are removed. 

Mr. Lerner himself was for many years an advocate of an 
extensively socialised economy, run expressly on these impersonal 
principles of economic pricing.1' In his present book, while he 
still advocates socialisation where competition will be imperfect, 
he has swung markedly towards a more extensive use of the 
competitive mechanism. But, fundamentally, he remains con- 
sistent : to him the important question is not so much the means 
(whether socialism or laissez-faire) as the end of so using the 
pricing system as to achieve the most economic satisfaction of 
the freely expressed desires of the consumer. 

In Mr. Lerner’s opinion, the weapons of State intervention © 
for the controlled economy are various. A system of monetary 
and fiscal policy should be adopted to ensure that there is a 
sufficiently high demand throughout the economy to give full 
employment without inflation. Such a policy will involve inter- 
vention by the State in taxation and spending (so as to affect 
the total demand for goods and services) and in borrowing and 
lending (so as to affect the rate of interest at which money can 
be borrowed for new capital development) (cf. Chapter 24, on 
** Functional Finance ”’). 

In Mr. Lerner’s system the State should also intervene to 
ensure a more equal distribution of income, both through a pro- 
gressive income tax (pp. 234-240) and also through the payment 
on an egalitarian principle of any “social dividend” which it 
may be necessary for the State to pay out in order to maintain 
consumers’ purchasing power in the interests of the maintenance 
of full employment (p. 267). Mr. Lerner argues on familiar lines 
that the total satisfaction achieved from any given income will 


1 A type of non-arbitrary socialism, the feasibility of which Professor Hayek 
dismisses in a footnote (p. 30) of his The Road to Serfdom. 
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be maximised if that income is so divided among individuals 
that its marginal utility is the same for everyone; but he adds 
an interesting and elegant proof of the proposition that (on the 
assumption that the marginal utility of income declines in the 
case of each individual) the maximisation of probable total satis- 
faction is attained by an equal division of income, even although 
we cannot directly compare the satisfactions of different indi- 
viduals (pp. 29-32). ‘ 

In order to ensure the best use of resources it is necessary to 
bring it about that prices are equal to marginal costs in all lines 
of production. This, says Mr. Lerner, can be done in either of 
two ways: by promoting competition where perfect competition 
is technically possible, since in such circumstances the search for 
private profit will itself automatically result in the equating of 
marginal costs to prices; or by the socialisation of industry and 
its decentralised operation by managers who are under instruc- 
tions to obey The Rule (p. 64) that they must take on each 
factor up to the point at which its price is equal to the value 
of its marginal product. 

Mr. Lerner definitely prefers the competitive to the socialist 
solution, where perfect competition is technically possible, on 
two grounds: first, because the competitive solution auto- 
matically provides just the correct incentive for the owners and 
managers to act efficiently and economically; and, secondly, 
because “alternatives to government employment are a safe- 
guard of the freedom of the individual” (pp. 83-85). Above all, 
competitive speculation (7.e., speculation carried on in conditions 
in which the speculator cannot by his own individual action 
affect the buying or selling prices of the commodity in which he 
is speculating) should be positively encouraged, since by trans- 
ferring resources from less valued to more valued uses it confers 
an unequivocal benefit on the community (pp. 69-71). 

Competitive conditions can, according to Mr. Lerner, in many 
cases be preserved by the device of government “ counter- 
speculation.”’ That is to say, the State can deny to individual 
buyers and sellers the power of affecting prices, and thus exer- 
cising a monopolistic influence, if it is willing itself to enter the 
market and to buy and sell freely at the price which it considers 
to be the competitive price (pp. 55-56). 

There are, however, serious difficulties connected with this 
idea of government “ counterspeculation.”’ If, for one reason or 
another, private producers are in a position to restrict output 


and to hold prices above the competitive level, how can the 
No. 217.—VOL. Lv. E 
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Government prevent this merely by expressing its willingness to 
sell ad lib. at the lower competitive price? Will it not itself have 
to buy at the higher monopoly price in order to sell at the lower 
competitive price? And, in this case, will not the demand for 
the product exceed the supply which the Government can obtain 
for resale to the consumers ? 

Perhaps the answer to this conundrum lies in Mr. Lerner’s 
later statement that the State should, in certain circumstances, 
itself undertake production in competition with private enter- 
prise (pp. 85-87). This would, no doubt, be a means of ensuring 
that sufficient supplies were forthcoming at the competitive 
price; but in this case it would be the State production rather 
than the “ counterspeculation ” which would hold the monopoly 
in check. 

In any case, where there are important economies of large- 
scale production, ‘‘ counterspeculation’”’ alone, as Mr. Lerner 
points out, will not suffice to preserve the results of “ perfect 
competition.” In these cases monopoly may be inevitable, and 
the sale of the product at a price equal to its marginal cost may 
involve the continuation of production at a loss (p. 179). Here, 
socialisation is the remedy proposed by Mr. Lerner. For example, 
the public utilities (which, in the absence of a clear recognition 
of the simple rule that prices should be equated to marginal 
costs regardless of the effect upon total profitability, are the sub- 
ject of “ unending regulations’’) should be socialised and run 
according to The Rule (p. 181). 

Such socialisation—undertaken solely in order to make the 
pricing system work, and based upon decentralised control of 
socialised industries by managers who would have simply to obey 
The Rule (p. 64) equating prices with marginal costs—is, of 
course, something quite different from centralised quantitative 
planning and control over the economy. For such a system Mr. 
Lerner, on the grounds that it would make impossible any 
rational use of prices and costs as the means of allocating resources 
to their most economic use, has nothing but contempt. . “ Any 
attempt to run the economy from a central office must result in 
utter confusion, although it can all be adjusted satisfactorily 
with the proper use of the price mechanism ”’ (p. 170). 

Mr. Lerner maintains that the “ controlled ’”’ economy would 
involve less State regulation than the “ uncontrolled ” economy, 
since this system would involve sweeping away many “ partial 
and haphazard” regulations which did not promote (to say 
nothing of those which actually hindered) the competitive or 
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socialist process of equating prices with marginal costs (pp. 2-4). 
His programme is thus one of freeing the competitive process 
from a host of regulations; extending the socialisation of industry 
(on the principle of decentralised management) where monopoly 
was inevitable; maintaining a mixed system of State and private 
enterprise ; using the device of Government “ counterspeculation ” 
to preserve, wherever possible, competitive markets; and employ- 
ing the fiscal and monetary functions of the State both to achieve 
a more equal distribution of income and to maintain aggregate 
demand at a level sufficient to maintain employment without 
inflation. 

In exposition of this type of economic policy, Mr. Lerner has 
written a brilliant book, full of stimulating ideas and presenting 
in a fresh and elegant manner the main principles of welfare 
economics. But it is also a queer book. Mr. Lerner delights in 
dressing up even the most familiar principles in provocative and 
sometimes unnecessarily unrealistic disguises; there are strange 
omissions from,'and strange inconsistencies within, this closely 
packed analysis of welfare principles; and Mr. Lerner, who in 
some of the passages of his book seems to be explaining familiar 
first principles at great length to the untutored schoolboy, on the 
next page engages in complexities and niceties of the most 
advanced analysis which only those with years of training in the 
traditions of the modern school of English-speaking economists 
will be able to understand. But it is always easy (though never 
profitable) to reproach a pioneer for failing to display a perfect 
sense of proportion. If the remaining paragraphs of this review 
are devoted mainly to an examination of some of the more sur- 
prising omissions, inconsistencies and oddities in Mr. Lerner’s 
book, this is not meant to imply that the reviewer has anything 
but the most profound respect for Mr. Lerner’s achievement. 


II 


The conclusions of welfare economists, such as Mr. Lerner, 
depend on the correctness of the basic assumption that the 
choice of the individual consumer should determine the use of 
economic resources. The doctrine of Consumers’ Sovereignty is 
the crux of the problem.! If this doctrine is accepted, it is 
difficult to see how the general principles of ‘“‘ marginalism ” 


1 The points gathered together in this section are familiar to most economists; 
but I am indebted to Mrs. Robinson for suggestions about their systematic 
arrangement. 
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developed by the welfare economists can be challenged. If this 
doctrine is rejected, then much of the type of economic analysis 
deployed in Mr. Lerner’s book becomes irrelevant.* 

The “ marginal” principles of the welfare economists would 
follow at once if it were right to assume that each consumer 
represented a separate island of satisfaction, the degree of which 
depended solely on the amounts of the various goods and services 
which he was at that moment consuming. In this case, total 
satisfaction would undoubtedly be maximised by a system which 
(a) so divided income among individuals as to make the marginal 
utility of income equal to all consumers, (6) allowed consumers 
to compete freely for the available supplies of consumption goods, 
(c) caused factors to move to the production of those commodities 
for which the valuation set by consumers on the factors’ marginal 
product was highest, and (d) caused total consumers’ incomes to 
be maintained at a level which forced no resources to remain in 
involuntary idleness. 

Mr. Lerner in effect makes just this simple assumption. Yet 
this assumption so clearly needs modification if it is to be made 
realistic, and is so central to the argument, that it is a little 
disconcerting to find a welfare economist of Mr. Lerner’s stature 
failing to examine it more carefully. The assumption of Con- 
sumers’ Sovereignty will no longer hold good in an unqualified 
form, if (i) the consumer can enjoy some things most economically 
only by means of their joint consumption simultaneously with 
other consumers, (ii) the consumer’s present enjoyment depends 
on what others are at present consuming, (iii) the consumer’s 
present satisfaction depends in part on what he or others have 
been in the habit of consuming in the past, or (iv) the consumer 
does not know what he wants or does not know what is good for 
him. 

(i) Collective Wants. There are some goods (such as public 
parks, public monuments, etc.) which are normally provided in 
the modern community by the State collectively for all citizens. 
It might be possible to leave it to private citizens to use their 
private incomes to provide each his own little private park; but 


1 That is to say, it would no longer be suitable to use the pricing system to 
decide whether the production of commodity A should or should not be expanded 
at the expense of commodity B. But, having decided on other principles how 
much of A, B, C, D, etc., should be produced, it would still be appropriate to 
use the pricing system to determine by what means these commodities could 
be produced most economically. For it is only if the ratio between the 
marginal products of factors X and Y are the same in all lines of production 
(A, B, C, D) that it is impossible to produce more A without producing less 
B, C, or D. 
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this would clearly be a wasteful form of consumption. It might 
be possible to leave it to private initiative to form voluntary 
clubs to provide out of the incomes of the members a rather 
larger park than any one member could himself provide; but 
once the park was there, it would probably be uneconomic to 
exclude non-members from its use. It might be possible for the 
State to provide the park but, by charging an entrance fee 
instead of financing it out of taxation, to lay the burden of its 
cost upon those who were willing to use it at a cost. But part 
of the charm of a public park may, after all, be that it is a public 
park freely open to all; and, in any case, it would clearly be 
uneconomic to surround parks or monuments with large screens 
and to dole out the enjoyment of a sight of these public amenities 
only to those who were willing to pay the necessary charge for a 
peep. Such goods are, in fact, the extreme case of those in 
whose production there are “‘ internal economies ”’ ; once a monu- 
ment is erected the marginal cost of its enjoyment is zero. Nor 
is the division between those goods which should be collectively 
consumed and those which should be privately consumed a 
simple one to draw. Many goods may be rather more economic- 
ally consumed collectively than privately; but private consump- 
tion may help to avoid the dangers (a) of taxing one class of 
person who gets no benefit from the type of collective consump- 
tion which is undertaken to the exclusive benefit of those who 
do, and (b) of putting much too much or much too little of the 
community’s resources into this particular type of product. 

(ii) External Economies and Diseconomies in Private Con- 
sumption. Individual A’s increased consumption of commodity 
X may increase or may decrease the satisfaction of individual B. 
When a man spends money on beautifying his house, this may 
give pleasure to his neighbours as well as to himself. When he 
wears a top-hat or displays his diamond ring, his display may cause 
his envious neighbours deep dissatisfaction.1 Broadly speaking, 
there are external economies connected with any individual 
consumption which beautifies or otherwise improves conditions 
for others, and external diseconomies with forms of luxurious 


1 Display goods may be of two kinds. Thus, although I may have my total 
satisfaction diminished the more people have top-hats or diamonds to display, 
yet an increase in others’ consumption of top-hats may increase the marginal 
utility of a top-hat to me (since it is clearly the right thing to wear), but an 
increase in others’ consumption of diamonds may diminish the marginal utility 
of diamonds to me (since they are clearly not so rare as I thought they were). 
Moreover, I may react differently to the display of different persons. Increased 
display by my neighbours may invariably cause me envious pain, but by a 
public figure may cause me great satisfaction. 
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consumption which people desire only because it is the fashion, 
so that each consumer would feel the loss less acutely if all 
restricted their consumption simultaneously. 

(iii) Historical Factors. An individual may enjoy a particular 
form of consumption because he is used to it, and in fact (although 
he may not realise it) he might not miss the commodity at all 
once he had got used to going without it. On the other hand, 
he may enjoy a commodity because it is novel, and may grow 
tired of it as soon as he grows used to it. These are merely 
special forms of the irrational element in consumption discussed 
in the following paragraph. 

(iv) Irrational Factors. An individual may not know what 
is good for him, while the State does. The clearest example of 
this is probably to be found in the case of nutrition. The con- 
sumer may not know what foods contain what vitamins nor in 
what vitamins his diet is deficient. In this case, clearly, un- 
guided consumer’s choice will not maximise satisfaction. But 
there is a less clearly defined form of irrationality in consumer’s 
choice. He may in a more fundamental sense not really know 
what he wants. He has money in his pocket to spend, and all 
the experts in salesmanship proceed to spend money in com- 
petitive advertisement simultaneously to persuade him to con- 
sume X instead of Y and to consume Y instead of X. Many 
consumers’ preferences for many articles are based on sound and 
rational foundations. But it is probable that many are not; and 
while many of the most blatant wastes of this type of imperfect 
competition would be automatically removed by the principles 
of pricing advocated by Mr. Lerner, yet the problem would still 
remain unsolved whether (and if so, how, and to what extent) 
the State should attempt to distinguish between rational and 
irrational consumers’ preferences. 

Many of these complicating factors on the side of demand 
may go together. Thus, suppose that each consumer wanted 
oranges because others had oranges to eat, because he had 
always eaten oranges (though he would not miss them when he 
got used to going without them), and because he over-estimated 
the difficulty of obtaining the same nutrient elements in his diet 
from other sources. Then, in time of war, there would be much 
to be said for eliminating supplies of oranges altogether. Such 
an argument would not, of course, square with the familiar 
*‘ marginalist ’’ argument that the way to release factors of 
production with the least harm to consumers would be to reduce 
consumption of all commodities at the margin (thus preserving 
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consumers’ surpluses on the remaining supplies) rather than to 
eliminate one or two objects of consumption altogether. 

Mr. Lerner pays little or no attention to these complicating 
factors on the side of demand. He makes a passing reference 
(pp. 21-22, 43) to the fact of irrationality in consumers’ behaviour. 
In one passage, where he is explaining in small print the first of 
his six “ welfare equations”’ (p. 76), he uses a form of words 
which is compatible with an awareness of the possibility of 
what has been called above “ external economies or diseconomies 
in private consumption ’’; but the possibility is ignored in all 
that goes before or follows after. In discussing the distribution 
of income (pp. 33-37, 41) he discusses a number of complicating 
factors which affect the principle of an equal distribution of 
income. Some of these (such as the possibility that the satis- 
faction which one derives from one’s income depends on how much 
income one has had in the past, or how much income one’s 
neighbours have now) are similar to those mentioned above. 
But he does not discuss how far these factors affect the problem 
(even when income is ideally distributed) of allocating resources 
and supplies at the dictation of consumers to their various uses. 
Yet this is a basic, if not the basic, problem of the welfare 
economist. 

These complicating factors may drive some extremists to 
abandon completely the consumers’ market as a means of deter- 
mining the use of resources, and to advocate the quantitative 
planning by the State of all forms of consumers’ consumption. 
But, clearly, there are real differences in consumers’ tastes, and 
it would be most wasteful to neglect these, which can show 
themselves adequately only in a consumers’ market; and others 
would add that individual freedom of choice was itself an end 
as fundamental as economic welfare itself. There are, however, 
a large number of intermediate positions between unadulterated 
Consumers’ Sovereignty in a completely free consumers’ market, 
and complete State planning of consumption. By consumers’ 
guidance and education, individuals may be informed what is 
good for them and helped to decide what they really want. 
Moral and psychological training might in some respects (e.g., 
by diminishing the envy which people feel at others’ good fortune) 
remove external diseconomies in private consumption. Exten- 
sions of collective consumption may, in some cases, be desirable. 
State prohibition or quantitative planning of some forms of 
consumption (such as in medicines, drugs, nutrients, etc.) may 
be required. Taxes or bounties on other forms of consumption 
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might be used to adjust the private to the social interest. Quite 
a lot of the queer sense of extremism and even of unreality which 
pervades much of Mr. Lerner’s book is due to the fact that these 
are problems which he has almost completely assumed away. 


III 


The first two-thirds of Mr. Lerner’s book’ deal with the 
problem of maximising satisfaction from a given amount of 
factors of production in a closed economy and on the assumption 
of full employment. The fundamental propositions and con- 
clusions of this section are not themselves novel. The discus- 
sion is, however, carried out in an extremely stimulating manner ; 
and these passages of the book may well become one of the set 
works of reference on these essential problems of welfare economics. 

As has already been indicated, Mr. Lerner’s method is to 
demonstrate, first, that a free market for consumers’ goods will 
maximise welfare from any given supply of the various products 
and within the framework of any given distribution of income; 
secondly, that an equal distribution of income will maximise the 
probable satisfaction to be obtained from any given income; 
and, thirdly, that resources will be used in the way which will 
maximise consumers’ welfare if (either by perfect competition or 
by socialised production run according to The Rule) factors of 
production are moved from points of lower to points of higher 
value of their marginal products. This third proposition is 
elegantly examined both for fixed and for variable proportions 
between both factors and products. 

The problems which raise the most complex issues in con- 
nection with this third proposition are those concerned with 
economies of large-scale production. Strangely enough, Mr. 
Lerner nowhere discusses the problem of external economies in 
production, in the same way that (as has been observed above) 
he nowhere discusses the problem of external economies or dis- 
economies in consumption. External economies, it is now 
generally realised, may be of either of two types: first, they 
may be due to internal economies in another industry, when, 
for example, the expansion of firm A increases the demand for 
railway transport, the development of which, as a result of 
economies internal to the railway, reduces the cost of transport 
also to firm B; or, secondly, external economies (or in this case, 
diseconomies) may arise because the conventions of accountancy 
are such that when one firm expands production it may not 
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itself receive payment for the whole of the marginal product of 
the additional factors which it hires (or may not itself pay for 
all of the additional factors which it uses), as, for example, when 
the drainage of a particular piece of land improves (or injures) 
the productivity of neighbouring land. 

By implication, Mr. Lerner may be said to have dealt satis- 
factorily with the first type of external economy, when he argues 
that in all firms subject to increasing returns (as the result of 
the use of indivisible factors of production which give rise to 
internal economies) The Rule should be so applied as to equate 
the price charged for the product to the marginal and not to the 
average cost of production. For, if the cost of railway transport 
to firm A and to firm B is, as a result of the application of The 
Rule within the railway system, equal to the marginal cost of 
such transport, then there is no reason to take special measures 
to expand the production of firm A or firm B beyond the level 
which perfect competition between them will bring about. Each 
will now bear no more than the cost to society of its own addi- 
tional demand for railway transport. External economies, due 
to internal economies within another firm, present no divergence 
between social and private products, provided that prices are 
equal to marginal costs in the firm to which the economies are 
internal. 

But it is an unfortunate omission that Mr. Lerner does not 
refer to the second type of external economy. There may well 
be perfect competition all round and yet a misuse of resources 
because, for example, firms are not charged for the damage which 
their smoke causes in the district; because they are not charged 
(or rewarded) for the pain (or pleasure) which the design of their 
building causes as a part of the surrounding landscape; or 
because of the many other ways in which they are not charged 
or paid for the various disadvantages or advantages which their 
actions may confer on others. These possibilities are in many 
cases indistinguishable from the problem, discussed earlier in this 
review, of external economies or diseconomies in private con- 
sumption. Thus, the effect which the design and planning of 
my house has in improving or worsening the amenities for my 
neighbours may be regarded indifferently as an external economy 
or diseconomy either of the production or, of the consumption 
of my house. Here is a whole range of effects demanding State 
control (whether by a system of taxes and subsidies or by other 
means) of which Mr. Lerner does not write. 

On the other hand, Mr. Lerner writes at length and to great 
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effect upon the problem of indivisibilities of factors of production 
which are the cause of internal economies (Chapters 15 and 16). 
But in this connection Mr. Lerner falls into an error for which 
I have recently myself been justly rebuked.! I take this oppor- 
tunity of passing on the rebuke. Mr. Lerner argues that, for 
technical reasons, factors of production may be indivisible, in 
the sense that one has to employ a factor for a particular pur- 
pose (if one is going to employ it at all for that purpose) in a 
large and indivisible lump. Such indivisibilities, if they are 
significant (i.e., if they are large in relation to the total market 
for the commodity in question), are bound to cause a mono- 
polistic situation. 

Up to this point, Mr. Lerner’s argument is unassailable. But 
he then proceeds to argue that in all such cases, if the industry is 
socialised and run in such a way as to equate the price of the 
product to its marginal cost, the price will be below the average 
cost, and losses will be incurred. But this is not the case. It 
is true that losses may be incurred in this case; but it is also true 
that abnormal profits may be earned. Suppose that there are 
two factors, A and B, producing a given product; that factor A 
is indivisible and fixed in amount for technical reasons; and 
that successive units of B are applied to the indivisible factor A 
until so much is produced that the price of the product is equal 
to its marginal cost in terms of B. Now, at given market prices 
for A 2 and B there would be a certain optimum or most economical 
proportion in which the factors A and B would be employed, if 
the total market for the product were large enough to enable a 
large number of units of A (instead of only one) to be employed. 
A huge expansion in the demand for the product would make it 
possible to produce with a large number of units of A, each 
served by a rather smaller (or greater) number of units of the 
divisible factor B. In this case the most economical relation 

1 See symposium on “ Price and Output Policy of State Enterprise” by 
J. E. Meade and J. M. Fleming, Economic JourNat, December 1944. 

2 It may, at first sight, appear meaningless to talk of the market price of A 
because, being a single indivisible fixed factor, its value will simply depend on 
the actual profit which it earns; and in this case the statement in the text 
would merely beg the question of the most economical ratio between A and B. 
But this is not so. A factor may well be indivisible in one industry, but divisible 
in many alternative occupations. Thus, the capital invested in the permanent 
way of a railway system is indivisible in the railway system; but if it were 
allowed to depreciate, the depreciation funds so released could be invested at 
the margin in a host of alternative industries in which capital could be employed 
in small divisible units. The market price of the indivisible unit of capital in 


the railway system is the price which the same resources could have obtained if 
they had been invested at the margin in alternative uses. 
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between A and B would be found; returns to A and B together 
would be constant; average costs would equal marginal costs; 
and the payment of rewards to A and B equal to the value of 
their marginal products would absorb the whole of the product, 
no more and no less. 

But suppose the market for the product to leave room for 
only one unit of A. The market may be too small to allow (on 
the principle of equating the price of the product to the marginal 
cost) the amount of B to increase until the optimum ratio between 
B and A is reached; or it may be great enough to cause the ratio 
of B to A to grow beyond the optimum ratio without being large 
enough to justify the employment of a second unit of A. The 
payment of a reward to B equal to the value of its marginal 
product will mean that in the first case a loss, and in the second 
case a profit, is made on A. 

Throughout Chapters 15 and 16 of his book Mr. Lerner 
assumes that the first case is universally true. He argues (quite 
correctly) that all industries in which there are significant indi- 
visibilities will be monopolistic ; he adds (quite incorrectly) that 
if they are socialised and run so as to equate price to marginal 
cost they will necessarily be run at a loss. This contention is 
all the more remarkable because in the following chapter Mr. 
Lerner, in connection with a discussion of the size of firms, pays 
attention to precisely the opposite case in which the ratio of the 
divisible to the indivisible factors is ‘“‘ too great” and an abnormal 
profit is made in consequence. There is a strange inconsistency 
in this. Mr. Lerner writes as if, in one pigeon-hole in his mind, 
there was a theory about “too great’ a ratio of indivisible to 
divisible factors leading to losses in socialised industries run 
according to The Rule, while in another pigeon-hole there was 
a quite separate theory about “ too great ”’ a ratio of divisible to 
indivisible factors, causing positive quasi-rents and affecting the 
size of firms. In fact, there is only one theory. 

Mr. Lerner is right in arguing that if there are significant 
indivisibilities (7.e., significant in relation to the size of the 
market for the product), perfect competition will be ruled out. 
It would, in fact, always pay a firm in perfect competition either 


1 A realistic example may help. The demand for transport on a socialised 
railway may be so small that the indivisible permanent way, etc., is necessarily 
excessive in relation to the traffic carried, and losses are made if only marginal 
costs are charged. But the demand might grow until there was an excessive 
load of traffic on the permanent way, and marginal costs were in consequence 
very high, and considerably in excess of average costs. Yet there might not be 
enough traffic to justify building a second permanent way. 
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to expand or to close down if the ratio of the divisible factor B 
to the indivisible factor A were too great or too small. In the 
former case the firm could always produce at a lower cost per 
unit by taking on more B with the single unit of A, and in the 
latter by taking on two units of A instead of one, but taking on 
rather less than twice as much B. Significant indivisibilities and 
uneconomic ratios between A and B are incompatible with 
perfect competition. 

Mr. Lerner is also right in arguing that where there are 
significant indivisibilities, the question whether another unit of 
the indivisible factor A should be employed or not involves 
measuring consumers’ surplus (pp. 189-198). The employment 
of a first unit of an indivisible unit does not involve merely 
adding a small increment to the existing output of the product 
concerned, the value of which can be measured by the price 
which consumers are willing to pay per unit. It involves pro- 
ducing a large output of the product concerned instead of pro- 
ducing none of it; and the amount which consumers would pay 
rather than go without this product entirely is something quite 
different from the number of units produced multiplied by the 
price which they are willing to pay for the last unit. 

Mr. Lerner has written some interesting paragraphs on this 
problem. But here is a field, in the reviewer’s opinion, in which 
much further work remains to be done before the pure theory 
(let alone the practical implications) of this matter can be con- 
sidered to be adequately covered. The pure theory is really 
fairly simple when there is an indivisible factor in only one 
industry. But suppose that the indivisible factor in industry X 
would also be an indivisible factor in its alternative uses in 
industries Y or Z. Then it would be necessary to compare the 
consumers’ surplus lost in X with the consumers’ surplus gained 
in Y or Z by transferring the indivisible factor from X to Y or Z. 
This may be theoretically fairly simple if products X, Y and Z 
are independent of each other in consumption. But what is the 
answer if X is a close substitute for Y or jointly demanded 
with Z? What do the consumers’ surpluses for X, Y and Z 
now mean ? 

Or suppose that industries X and Y produce close substitutes 
(gas and electricity), and that each involves the employment of 
an indivisible factor, though not necessarily of the same factor 
in each case. Should the community produce (a) no gas and 
no electricity, (b) some gas but no electricity, (c) some electricity 
but no gas, or (d) some electricity and some gas? How are the 
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consumers’ surpluses for different amounts of the close sub- 
stitutes, gas and electricity, to be measured simultaneously? It 
is to be hoped that Mr. Lerner will set his mind to work to round 
off his system of thought with answers to these basic questions. 
There are few, if any, economists better qualified than he to 
discover them. 


IV 

On page 3 of his book Mr. Lerner writes that “the three 
principal problems to be faced in a controlled economy are 
employment, monopoly and the distribution of income.” There 
is, however, a fourth and equally fundamental problem in the 
economics of welfare—namely, the problem of the optimum 
supply of the factors of production. It is a pity that Mr. Lerner 
did not give this fourth basic problem the same consistent treat- 
ment which he affords to the others. As it is, there are certain 
observations on this question made in passing in the various 
chapters of his book; but when his’ views on this subject are 
collected together and considered as a whole, they are found to 
be less satisfactory than his work on the other fundamental 


_ topics; they are both inconsistent and incomplete. 


It is not only that the problem of the best supply of the 
factors has as much formal right in logic to separate treatment 
as the problem of the full use of resources, the problem of the 
best use of resources as between different employment, and the 
problem of the best distribution of incomes. There are likely 
to be clashes between certain acts of policy which will promote 
one of these objectives, but react adversely on one of the others. 
Most of these conflicts can be resolved by one means or another ; 
but there is likely to be a basic conflict between the problem of 
the best distribution of income and the problem of the best supply 
of the factors of production. To take an extreme example, a 
tax system which (in the interests of the distribution of income) 
was so progressive as to take 100% of income away from incomes 
above X, while it took nothing away from incomes below X, 
would clearly have adverse effects upon the amount of work 
and risk-bearing, to say nothing of the amount of saving, which 
would be undertaken. And in the case of the amount of work 
done, it is difficult to conceive of any solution on reasonably 
liberal lines of this conflict which is not, in fact, a compromise. 
This conflict is recognised by Mr. Lerner when he writes that 
“the principle of equality would have to compromise with the 
principle of providing such incentives as would increase the total 
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of income available to be divided ”’ (p. 36). But it is to be re- 
gretted that he has nowhere systematically treated this problem. 

This problem of incentives is often used as one of the principal 
arguments in favour of the repayment of State debt or even of 
the accumulation of net income-bearing assets by the State, 
on the grounds that to the extent to which this is done it will 
not be necessary to raise revenue by taxation. This lessened 
incidence of taxation on work, risk-bearing and private savings 
will, it is argued, improve incentives. 

Mr. Lerner nowhere develops this argument. Indeed, he 
develops a startling argument which is its direct denial. In the 
first half of Chapter 24 he argues that the interest paid by the 
State on the internal national debt is in no sense a burden on 
the community—an argument which is, of course, the direct 
reverse of the view that it is desirable for the State to earn a 
net income on State-owned property. But Mr. Lerner’s assertion 
is manifestly not true. Consider two communities which are 
otherwise identical, but in“the first of which there is no internal 
national debt, while in the second there is a national debt the 
interest on which is as great as the rest of the national income 
put together :— 


Communities : 

I. II. 
Net National Income at Factor Cost - 100 100 
National Debt Interest . i . ‘ Nil 100 
Taxable Income . A ° " 100 200 
Rate of Taxation of Taxable Income . Nil 50% 
Income after payment of Tax : - 100 100 


In community I, individuals earn 100; the State has nothing 
to pay out, and there is no taxation. Individuals are left with 
a tax-free income of 100 on the assurance that they will lose the 
enjoyment of the whole of any income which they desist from earning. 
In community II, individuals earn 100; they receive 100 in 
interest from the State; their taxable incomes are, therefore, 
200, of which the State takes 100 in taxation to finance the 
national debt interest. Individuals are left (as in community I) 
with a tax-free income of 100, but this time on the assurance that 
they will lose only 50% of any income which they desist from earn- 
ing. Naturally, in the second case they will work less hard, 
and will strike a balance between work and leisure which is 
more inclined to leisure than the facts of the economic situation 
really warrant. 

Nor is Mr. Lerner able to escape from the logic of this argu- 
ment by pleading that the national debt interest may not matter 
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because, on his principles of “‘ functional finance ”’ (see Chapter 24), 
the correct course may be to continue to borrow and not to tax 
in order to meet the interest on the debt. Suppose that in both 
the communities examined above (which—it will be remem- 
bered—are assumed to be identical in all respects except the 
sizes of their national debts) individuals save one-sixth of their 
tax-free incomes; that there are no profitable outlets for invest- 
ment; and that the State therefore (on the correct principles of 
functional finance) borrows 20 and puts this back into circulation, 
in the case of community I by paying a social dividend to con- 
sumers, and in the case of community II by reducing taxation 
below the revenue required to pay the interest on the national 
debt. The situation is then as follows :— 


Communities 

| a II. 

Net National Income at Factor Cost - 100 100 

National Debt Interest . A . . = 100 

Social Dividend . 4 : ‘ 20 Nil 

Taxable Income . : : ‘ . 120 200 
Rate of Taxation . ‘ : : - wae 40% 

Income after Payment of Tax ; . 120 120 

Of which :(i) saved . : > ° 20 20 

(ii) spent on goods and services 100 100 


Again, individuals will in both cases have the same real 
spendable income; but while, in community I, an individual will 
keep the whole, in community II he will keep only 60% of the 
last units of income which he chooses to earn. Again, he will cut 
down the amount of work which he does in community IT, though 
not by quite so much as he would have done in the case previously 
examined. 

We may conclude that the existence of a national debt will 
have an adverse effect upon incentives, unless (on the principle 
of running a budget deficit just sufficient to maintain full employ- 
ment but not large enough to provoke inflation) the necessary 
borrowing is as great as the total interest payable on the national 
debt. But if this is the case, the continued increase in the 
national debt will sooner or later bring the interest payable on 
it above the level of the budget.deficit required to maintain 
employment; and at this point, in order to prevent inflation, 
increasing rates of taxation will be required to finance the debt 
interest, with consequential ill effects upon incentives. 

To what extent the existence of a large internal debt is a 
burden to the community will depend, of course, on the degree 
to which high rates of taxation in themselves exert an adverse 
influence upon incentives to work and enterprise. On this sub- 
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ject Mr. Lerner makes a number of observations in different 
passages of his book; but his position is not entirely a consistent 
one. 

On the one hand, in certain passages he lays great stress on 
the principle that people should be paid rewards equal to the 
value of the marginal product of their effort. Thus (pp. 102- 
105), he examines the proposition that, in order to obtain the 
optimum use of resources, it is necessary only to see that prices 
are everywhere proportional, and not necessarily equal, to 
marginal costs. This solution he rejects on the grounds that 
this, involving as it does a divergence between the reward of 
labour and its marginal product, will disturb the choice between 
work and leisure. In another passage (p. 267) he insists that 
any “social dividend’’ which the State may wish to pay to 
consumers in order to maintain demand may be distributed on 
any principle considered equitable, the only proviso being “‘ that 
the amount paid out to any individual should not in any way 
be affected by the amount of work he does.’’ This proviso, he 
argues, is necessary in order to preserve an equality between 
the reward of labour and the value of its marginal product “ so 
as to induce neither too much nor too little labour.”’ 

On the other hand, Mr. Lerner’s paragraphs on the income 
tax (pp. 234-240) are largely designed as a defence of this form 
of tax; and they play down the importance of the principle 
(of equality between the net reward and the value of the marginal 
product of labour) which, in the two cases quoted immediately 
above, he has so much emphasised. And yet a proportional 
income tax has exactly the same effect as making prices pro- 
portional, instead of equal, to marginal costs. True, Mr. Lerner 
still recognises the problem when he writes of the income tax; 
and, admitting that the income tax, by falling on money income but 
not on leisure, may upset the proper balance between work and 
leisure, he proposes (what must surely be one of his less practical 
suggestions) that one might add “ to a man’s income, for income- 
tax purposes, that part which he was able to earn but did not 
because he preferred to work less than some standard amount.” 
He admits that, even if this were done, people would still have 
a bias against the high-paid (though arduous or unpleasant) tasks, 
but asserts that “these deviations would not be of very great 
magnitude.’”’ He hardly makes any mention of the possible evil 
effects upon the amount of work done of a progressive income 
tax, which may greatly reduce the marginal reward below the 
value of the marginal product of labour. He merely asserts 
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that ‘“‘ this is not of importance because the high incomes are 
rarely the result of work. . . . In those few cases where indi- 
vidual effort is of importance the work is usually of a kind that 
is sufficiently interesting to bring about the socially desirable 
amount of work whatever the payment for it.” 

Mr. Lerner does recognise (pp. 238-239) that, theoretically, 
progressive taxation (on the “heads I lose, tails you win” 
principle) may be inimical to business enterprise. But, in the 
first place, he does not recognise that a high rate of tax, as 
opposed to a highly progressive tax, may discourage enterprise 
merely by reducing the net reward that remains for undertaking 
any given risk.1 And, in the second place, he again stresses the 
reasons for believing that, in this respect, too, the case against 
the income tax “is easily exaggerated.” This may be the case. 
But Mr. Lerner must make up his mind whether or not the 
principle of equality between rewards and marginal products is 
important; and he must apply the conclusion indifferently to 
taxation, the social dividend, the relation between prices and 
costs and all the other problems in which essentially this same 
analysis is at issue. 

There are also a number of passages in Mr. Lerner’s book 
where he discusses what may be called “the optimum rate of 
savings.” There are some passages which suggest that the 
optimum supply of savings is the amount which people would 
be willing to save at the current rate of interest in a free market 
for their savings, i.e., the amount by which individuals would be 
willing to postpone their consumption in return for earning on 
this postponed consumption an amount equal to the market rate 
of interest.” 

But in certain other passages Mr. Lerner gives a very strange 
twist to this proposition (pp. 265-269). Having argued that the 
determination of the level of investment, and so of the propor- 
tion of its annual resources which a controlled economy will put 
aside for the benefit of future production, must be largely a 
political question, he goes on to suggest that consumers might 
be left free to save from their income at the current rate of 
interest, and that their actions in this respect could be used as a 
guide to determine whether, in the fully controlled economy, 
steps should be taken (through a change in the rate of interest) 


1 See J. R. Hicks, U. K. Hicks and L. Rostas, The Taxation of War Wealth, 
p. 192. 

2 See, for example, the paragraph beginning at the bottom of page 344, and 
ending at the top of page 345. 
No. 217.—VOL. Ly. F 
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to increase or decrease total investment. The criterion which 
he suggests seems to be that if consumers lend more than they 
borrow (however small their net savings may be), then the rate 
of investment should be increased (however large it may already 
be). But surely the criterion of consumers’ choice can only be 
used to equate the rate of consumers’ saving with the rate of 
total national investment. There can surely be no point at all 
in determining whether the rate of investment should be raised 
or lowered by the criterion whether consumers’ savings are positive 
or negative. 

Mr. Lerner does not, in this connection, refer to the criterion 
for the optimum rate of saving developed by F. P. Ramsay 
in his article in the Economic JournaL for December, 1928, 
on “ A Mathematical Theory of Saving,” nor to the reasons (such 
as the mortality of the human individual as compared with 
the practical immortality of the human community) for believ- 
ing that the aggregated actions of individual savers may differ 
from the social optimum. Yet if Mr. Lerner had studied the 
implications of Ramsay’s conclusion that the optimum rate of 
saving was independent of the rate of interest, he might have 
seriously modified his analysis.’ 


V 


In Chapters 20-25 of his book Mr. Lerner turns to the problems 
of Investment and Employment, his previous discussion of the 
principles of welfare economics being based on the assumption 
that all factors are fully employed. 

Mr. Lerner opens this section with what is probably the most 
stimulating and original part of his work (Chapter 20), in which 
he outlines a theory of interest for the economy which is in 
equilibrium with full employment. He argues that it is the 
nature of capital that productive methods which take time 
increase the total product available. For this reason, the re- 
sources which are released by refraining from producing 100 
units of steel this year are able to produce 110 units of steel 
next year. Steel this year is a different commodity from steel 
next year; but since, in equilibrium, the cost of the factors 
must be equal to the value of the marginal product of those 
factors, it follows that the cost of 100 units of steel this year 


1 Mr. Lerner does not consider the problem of the optimum population, 
which is also an essential problem of the optimum supply of the factors of 
production. 
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must be equal to the value of 110 units of steel next year. In 
other words, the price of any commodity must be falling at a 
rate equal to the rate of return on the postponement of its 
consumption. 

Mr. Lerner then proceeds to point out that this general 
decline in the price level is prevented by the device of a rate 
of interest on money. The rate of interest must be added to 
the cost of this year’s factors before their cost is equated to the 
value of next year’s product. Thus, in equilibrium, the money 
rate of interest plus the rate of decline in prices is equal to the 
rate of return on capital. What started off as a startling and 
paradoxical new truth turns out to be the familiar distinction 
between the money and the real rate of interest in a new form. 
Nevertheless, the method of analysis is extremely novel and 
stimulating.’ 

Passing from the theory of interest in a state of full employ- 
ment to the theory of unemployment, Mr. Lerner has much of 
interest to say. The reader is referred to his discussion on 
Keynesian lines of the mechanisms by which an uncontrolled 
economy corrects a position of unemployment and of the various 
points at which this mechanism fails to operate effectively 
(Chapters 22 and 23); and to his highly satisfactory discussion 
of the relationship between the marginal productivity of capital 
and the marginal efficiency of investment (graphically represented 
on page 336). 

Unfortunately, it is not possible here to explore thoroughly 
all the ideas developed in this part of his book. But it may be 
useful to expound briefly and to comment on the main prescrip- 
tions of employment policy which Mr. Lerner outlines in Chapters 
21 and 24. The steps in his argument seem to be as follows :— 


(i) In the controlled economy, steps should be taken 
(e.g., through the rate of interest) to see that investment 
proceeds at the correct rate from the point of view of obtain- 
ing the optimum allocation of resources for future as opposed 
to present uses (pp. 264-265). 

(ii) Through its taxation policy or, if necessary, through 
the payment of a “ social dividend ” to all consumers, the 
State should see that this level of investment is accom- 
panied by a level of consumption sufficient to give full 
employment (pp. 266-270). 


1 Unfortunately, there is no space to explain here the way in which for a 
dynamic world in which relative prices are changing, Mr. Lerner works out the 
relationship between the rate of interest and rates of productivity and of price 
change of the various commodities. 
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(iii) Such action may admittedly involve a continuing 
budget deficit.1 But Mr. Lerner argues that a budget 
deficit is innocuous, because an internal national debt is 
innocuous. He argues for what he calls the principles of 
** functional finance,” namely that the State should lend or 
borrow money in order to affect the rate of interest, and so 
the incentive to invest, and should tax or pay money out 
in a social dividend in order to affect consumers’ incomes, 
and so the level of consumption. By these means the State 
should control the total national expenditure in such a way 
as to achieve full employment without inflation, regardless 
of the effect upon the budget deficit or the national debt, 
which are really matters of complete indifference. 


Reasons have already been adduced above for doubting 
whether the size of the national debt is really in effect a matter 
of indifference. Some may, therefore, wish to add to Mr. Lerner’s 
objectives the balancing of the budget, or indeed some net 
repayment of the national debt over the average of years. There 
would seem to be two main ways of aiming at this objective 
without prejudicing the objective of full employment. 

In the first place, a monetary policy which reduces the money 
rate of interest (or a price policy which allows for a rising level 
of money prices) will reduce the real rate of interest and will, 
thus, stimulate the level of investment. If, however, the level 
of investment has already been fixed at the optimum level from 
the point of view of the division of resources between present 
and future uses, this method would maintain employment and 
the balance of the budget at the expense of devoting too large a 
proportion of resources to future uses.” 

Secondly, fiscal changes might be adopted to persuade people 
to spend a larger proportion of their income on consumption 
and to save less. Mr. Lerner discusses one such type of change 
(p. 319) by redistributing income through heavier taxes on the 
rich and lower taxes on the poor, who save a smaller proportion 


1 The continuation of a budget deficit for the purpose of stimulating con- 
sumption (e.g., by tax remission or the payment of a “ social dividend ’’) would, 
of course, mean that investment was continually less than the amount which 
consumers decided to save out of their incomes. If, as has been suggested 
earlier in this review, there are passages in Mr. Lerner’s book in which he suggests 
that the correct level of investment corresponds with the amount which con- 
sumers freely decide to save, the continuation of a budget deficit of this kind 
would indicate that investment had not, in fact, been fixed at the optimum 
level. 

2 But if the optimum use of resources for the future is defined as that which 
corresponds to the free savings of consumers, there can be no conflict of principle 

tween the balanced budget and the correct division of resources between 
present and future uses. 
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of their income at the margin than do the rich. But, as has 
been suggested earlier in this review, beyond a point, progressive 
taxation may have a serious effect upon incentives; and it is 
therefore to be regretted that Mr. Lerner has not also considered 
the possibility of taxes which, apart from their effect upon the 
distribution of income, might induce people to spend a larger 
proportion of a given income upon consumption. 


VI 


Mr. Lerner concludes his book with a series of chapters on 
the application of his principles of welfare economics to foreign 
trade and to external economic relations in general. These 
passages (Chapters 26-29) provide an interesting exercise in the 
application to external relations of the principles of pricing which 
have been developed at length for the internal economy in the 
earlier chapters. 

Unfortunately, this review has already reached such a length 
that it is impossible to discuss these chapters in detail. But 
they are as interesting and provocative as the rest of Mr. Lerner’s 
book, and are highly to be recommended to the reader’s atten- 
tion. It must suffice here to draw attention to one particular 
“Lernerism.” On pages 356-362 and 382-385 Mr. Lerner pro- 
vides an ingenious formula for the optimum rate of tax on foreign 
trade which a country should impose “if it is desired to exploit 
the foreigner.” The technical economist will be fascinated. The 
commonsensical reader will be puzzled when he realises that the 
formula involves taxes on exports as well as on imports, and 
altogether discouraged when he learns that if the foreigner 
retaliates, the formula falls to the ground and all parties suffer 


an economic loss. ‘ 
J.E. MEADE © 
London. 











SIR WILLIAM BEVERIDGE ON FULL EMPLOYMENT 


Ir is inevitable that Sir William Beveridge’s book? should 
challenge comparison with the Government’s White Paper on 
Employment. policy. The resemblances, both in analysis and in 
proposals, are so great that few save the parents can be certain of 
distinguishing the offspring, and to all save the parents the dis- 
tinguishing marks seem less fundamental than the identities. 
Both regard lack of effective demand as the main source of the 
trouble; both find the irregularities of demand principally in 
investment, including the export surplus; both, with varying 
emphasis, look to devices to stabilise investment and expenditure 
as a main cure. 

Having emphasised these dominant similarities, it is legitimate 
to concentrate mainly on the differences. Of these, there are two 
of principal importance : Sir William Beveridge is prepared to go 
much farther than the Government has declared its willingness to 
go in the direction of maintaining employment by budgetary 
adjustments; he is prepared to say what he regards as the level 
of full employment that we should succeed in maintaining, while 
the Government is cautious. 

As regards budgetary policy, the White Paper, it will be 
remembered, stated that ‘‘ none of the proposals contained in this 
Paper involve deliberate planning for a deficit in the National 
Budget in years of sub-normal trade activity.” Sir William looks 
forward to a total reorganisation of our budgetary methods, 
whereby “‘ the ultimate responsibility for seeing that outlay as a 
whole, taking public and private outlay together, is sufficient to 
set up a demand for all the labour seeking employment, must be 
taken by the State, because no other authority or person has 
the requisite powers.” He proposes that the main post-war 
budget should be a man-power budget, designed to employ the 
available man-power. The financial budget will start from a 
measurement of the potential inflationary or deflationary gap, 
resulting from a comparison of the estimated expenditure—private 
consumption, private investment, the balance of payments, 
proposed public outlay to be covered by taxation and by loans 
respectively—with the estimated potential output of the available 
man-power. He will vary taxation and the proposed level of 


1 Full Employment in a Free Society. By Sir William Beveridge. (London 
Allen & Unwin, 1944. Pp. 429. 12d. 6s.) 














te 
vO 
0 
to 


ry 
rel 
ile 











APRIL 1945] SIR WILLIAM BEVERIDGE ON FULL EMPLOYMENT 71 


Government outlay in order to make total expenditure accord 
with potential output. The first rule of orthodox finance will be 
“ that total outlay at all times must be sufficient for full employ- 
ment. This first rule is absolute.” The second rule is that the 
objective is “‘ to raise the material standard of living and make 
opportunities for wider spiritual life.” The third, subordinate, 
rule is that while ‘there are good reasons for meeting State 
outlay, as far as is practicable, from current revenue raised by 
taxation, rather than by borrowing . . . the decision as to how 
money for public outlay should be raised depends really on decision 
as to how money can be spent to best advantage, by public 
authorities and by private citizens together.”’ 

In elaborating this last point, Sir William uses the results of a 
fascinating and most original analysis made by Mr. Kaldor and 
printed in an Appendix to the book. Mr. Kaldor shows how full 
employment might be met by three main alternative routes— 
public outlay, orthodox (balanced budget) finance, remission of 
taxation—and by three further variants of the main routes, the 
result on each main route of an adverse trade balance. This 
analysis makes abundantly clear the almost impossibly large 
public-works plan, the immense budgetary problem, and the 
undesirably great contraction in private consumption that is the 
necessary consequence of any attempt to reach full employment 
while covering all expenditure by taxation. 

The main difference between Sir William Beveridge and the 
White Paper lies, however, in his bold promise that “a full- 
employment policy in a free society ”’ should be capable of reducing 
unemployment to 3%. It is important, therefore, to examine 
carefully the basis of this estimate and to ask whether it is 
reasonably capable of achievement. 

The figure of 3% has been reached by allowing 1% for seasonal 
unemployment, 1% for the change of employment incidental to 
progress, 1% for the special uncertainties of the export trades. 
Are these figures high enough to cover the inescapable variations of 
a free society ?—for Sir William confines himself to the problems 
of such a society. 

The estimate of 1% for seasonal unemployment is based on the 
assumption that we can halve the present variations, which before 
the war were estimated to average about 2% between goed years 
and bad. There is obviously room for improvement: the varia- 
tions in some trades (the motor industry is an example quoted) 
are dictated by minor manufacturing conveniences, and would 
very probably disappear of themselves in a society with sufficiently 
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full employment for workers tobe difficult to secure by industries 
which gave erratic employment. But in judging the possibilities 
of halving the rate from this source it is necessary to remember 
that the greatest absolute variations were in building and coal— 
two industries greatly affected by climatic variations—and that, 
with an increased building labour force, reduction is not going to 
be easy. 

An allowance of 1% to cover change is explained as follows : 
“If a quarter of the whole labour force fell out of work each year 
and remained out of work for an average of two weeks each, or if 
one-eighth of them fell out of work each year and remained out of 
work for an average of four weeks each, that would mean another 
1% of employment.”’ Admittedly we have managed in war-time— 
not indeed in a “ free ’’ society—with about 4% unemployment in 
all, while making very considerable industrial changes and trans- 
fers. On the other hand, there are two factors making for a 
larger figure. First, in a state of full employment, individuals 
who on personal grounds are unhappy in a particular job will 
hesitate less to throw it up. Second, if we are to hold our own in 
world competition, the 14% overall rate of technical progress of 
the pre-war years must be doubled or nearly doubled. In such 
conditions, is the assumption that on average men and women 
hold jobs for between four and eight years realistic? Much must 
depend on how lucky we are in avoiding secular change in in- 
dustries where the difficulty of transfer is greatest. In the inter- 
war period the decline was heaviest in two industries which were at 
once highly localised and highly specific, both in the type of equip- 
ment and the type of skill required—the coal industry and the 
cotton industry; in both the man-power is now below peace-time 
requirements, and in war-time much of the labour of the cotton 
industry has acquired new skills in other industries, and is now 
less specific than before. We can also hope that the transitional 
unemployment of the post-war period may be less difficult for 
three reasons: because a full employment policy will ease trans- 
fer; because it is likely to be concentrated on branches of the 
engineering industry where skill and capacity is less specific; 
because it is planned to diversify industrial areas. 

To the last point Sir William Beveridge attaches particular 
importance, and his statistical analysis shows how much greater 
is industrial mobility than geographical; he makes control of 
industrial location one of the central objectives of his policy, 
agreeing with and reinforcing the conclusions of the White Paper. 
Nevertheless, to achieve an average of no more than 200,000 
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unemployed as the result both of secular changes and the ordinary 
process of movement from job to job is a pretty formidable task 
if one is armed with no weapons other than those appropriate to 
a free society. 

The final 1% of unemployment is the allowance for the uncer- 
tainties of the export trades. It is here, I would suggest, that Sir 
William Beveridge is most open to challenge. But in the past 
there have been few attempts to analyse how far unemployment 
has arisen from this and other causes If I step in where angels 
have feared to tread, it is in the hope of provoking others to some 
more precise measurement. 

The only estimates I know of the total man-power, direct and 
indirect, employed in export are one of 2,350,000 for 1924 by Dr. 
Snow in the Journal of the Royal Statistical Society, Part III of 
1931, and a more recent estimate of 1,750,000 for the average 
of the three pre-war years. If, starting from the second of these 
estimates, one takes the Board of Trade figures of changes in the 
real level of exports, and calculates the man-power required to 
produce the exports of each year at the level of output per head 
of 1936-8, one finds that about 2,190,000 would be required to 
produce the exports of 1924; this suggests that the rate of technical - 
progress in making exports since 1924 has been about 3% per 
annum (about one-third of the average rate for all industry). 
Allowing for this, one may calculate the variations in the total, 
insured and uninsured, employed in making exports as follows :— 


Variations of Employment on Exports 








1924-38 

Volume of Employment at Employment at $% 

Year. Exports. 936-38 per annum increase 

| (1924 = 100) output per head of output per head. 
(000’s) (000’s) 
1924 100 2,190 2,330 
1925 99 2,170 2,300 
+ 1926 89 1,950 2,060 
1927 102 2,230 2,340 
1928 105 2,300 2,400 
1929 108 2,360 2,450 
1930 89 1,950 2,020 
1931 68 1,490 1,530 
1932 68 1,490 1,530 

1933 68 1,490 1,520 : 
1934 72-5 1,590 1,610 . 
1935 77 1,680 1,700 
1936 78 1,710 1,720 
1937 86 1,880 1,880 
1,660 
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The above figures probably exaggerate the fluctuations in the 
numbers of those actually in employment, for they assume in 
effect that no part of the variation is absorbed in reduction of 
output per head through part-time working or under-employment. 

Several points of the very greatest interest and importance are 
at once apparent. Between 1929 and 1932 the number employed 
in producing our visible exports (the above figures do not include 
any fall in shipping, or commercial services, or tourism) declined 
by some 920,000, or about 38% of the employment on exports 
in 1929. The average decline for the years 1929-37 was 760,000 
(31%) as compared with the employment of 1929, or 475,000 
(22%) as compared with the mean of 1929 and 1937 (the latter 
comparison is valid only if it is assumed that the export industries 
could contract as rapidly as the trend of the decline from 1929 to 
1937). Sir William Beveridge’s assumption of 1% of total 
unemployment due to exports in the post-war period is equivalent 
to an assumption of an average of about 200,000 unemployed for 
that reason, or, if post-war visible exports are assumed to rise by 
about 50%, about 8% of the labour force required after allowing 
for an increase of efficiency; it is equivalent to an assumption of 
an average of 140,000 before the war. 

Lest it be thought that the choice of the years 1929-32 is an 
unreasonable test of the probable variations of export demand, and 
that an average unemployment of 140,000 from this cause before 
the war might, apart from special catastrophe, have been possible, 
the decline of about 230,000 from 1937 to 1938 should be noted. 
Such a decline in the first year after the peak is hardly consistent 
with the average postulated for the whole cycle. 

The variations of employment due to export were, over this 
period, almost certainly larger than the variations due to invest- 
ment. The figures given above refer to the total, insured and 
uninsured, employed on exports; for the insured alone, the 
decline between 1929 and 1932 may perhaps have been about 
850,000. The decline between those years in the number of 
insured workers contributing, directly or indirectly, to the making 
of capital goods was, so far as I can judge, about 650,000; but of 
these, about 250,000 represented a decline in those making capital 
goods for export, and only some 400,000 represented a decline in 
the home market for capital goods, to cover both depreciation and 
net investment. 

These figures are admittedly very rough-and-ready estimates, 
but I believe them to be sufficiently good to establish the orders 
of magnitude of the matters under discussion. Between 1929 
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and 1932 there was an increase of some 1,450,000 in insured 
unemployment; to this the decline in exports contributed about 
850,000; the decline in home investment about 400,000; the 
remainder is to be accounted for by secondary unemployment due 
to the above factors (which, given a multiplier of 1-7, might have 
been expected to be about 875,000), plus any increase of transi- 
tional and seasonal unemployment, Jess increased employment due 
to the diversion to the home market of some purchasing power 
previously directed to imports as the result of changed terms of 
trade and changed commercial policy and exchange rates. 

Sir William Beveridge has put the major emphasis of his book 
on the stabilising of home investment and consumption as a means 
to the stabilising of total demand. His discussion of the inter- 
national factors comes only after he has completed his “ Full 
Employment Policy for Peace.” A careless reader might thus 
fall into the error of supposing that the international aspects 
are of relatively secondary importance But if, in fact, the 
variations of export are not only the first disturbing cause in 
point of time (as Sir William has suggested), but also the main 
disturbing cause, is it not necessary to see the full implications of 
this? He rightly emphasises that unemployment is a matter of 
particular people, in particular industries, at particular places. 
It is not impossible (though obviously difficult) to steer home 
investment and consumption so as to avoid cataclysmic changes 
in the loads that they impose on industries, and to select from the 
quiver of anti-depression measures accordingly. But he has 
given us no indication of how he would deal with the problems of 
export industries, or of export areas, when the loss of exports is 
obviously more than can be temporarily absorbed in the home 
market. Again, a policy of maintaining home demand in a world 
which is seriously depressed and failing to buy our exports will at 
once raise short-term as well as long-term balance of payments 
problems; there is no hint as to how these should be dealt with. 

What I am anxious to emphasise is that the promise of 3% 
unemployment assumes as great a reformation of other countries’ 
economic policies as of our own. Sir William Beveridge is clearly 
assuming throughout that other countries are more stable than 
before the war. But I do not think that he makes it sufficiently 
clear how far success or failure turns upon this. It is not sufficient 
to say (para. 326) that “‘ a country which aims at full employment, 
in making plans for international trade, must have regard not 
merely to the external economic policies but also to the internal 
economic policies of those with whom it plans to trade,” or (para. 
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268) “‘in so far as overseas demand for British products cannot 
be stabilised completely, it will still remain possible for the State 
in Britain to expand home demand to compensate for falling off of 
overseas demand... .” It is necessary, surely, to go further 
and show whether there is in fact any commercial policy which can 
promise the United Kingdom stable employment to this extent in 
an unstable world, enable us to pay our way internationally, and 
form the basis of friendly commercial relations with other nations. 
I have stressed this one aspect of the problem because it seems 
to me fundamental to the whole, and because very insufficient 
attention has hitherto been given to it. I have left myself 
insufficient space to consider the quite equally important question 
whether the weapons which Sir William permits to a free society are 
adequate to the task in hand: They are not so very different from, 
nor so very much greater than those with which we failed to defeat 
unemployment in the ’thirties that one can feel absolutely con- 
fident of success. But what, more than anything else, was lacking 
in the ’thirties was an overwhelming national determination to 
defeat unemployment. It is the growth of that determination, 
as represented by both the White Paper and by this book, which 
marks a stage. To that growth, Sir William Beveridge from 
1909 onwards has been a principal contributor. If this time we 
escape returning from a state of war in which all is possible to a 
state of peace in which all is impossible, Sir William will be one of 

those whom we most must thank. 

AusTIN ROBINSON 
Sidney Sussex College, 

Cambridge. 

















REVIEWS 


The Economics of Full Employment. Six Studies in Applied 
Economics, prepared at the Oxford Institute of Statistics. 
(Oxford: Basil Blackwell. 1944. Pp. vi+ 213. 12s. 6d.) 


Tue General Theory of Employment was evolved under the 
influence of the slump, and, at first, the practical proposals that 
were drawn from it were concerned mainly with increasing the 
level of employment. Much argument was expended on the 
mere question of whether Government outlay could increase 
employment at all. Nowadays the basic principles of the General 
Theory are so widely accepted that it becomes pertinent to discuss 
the much more intricate problems of a policy designed, not merely 
to raise employment out of a slump, but to maintain it con- 
tinuously at a high level. These problems have been much 
debated recently, in conferences, articles and pamphlets (not to 
mention a White Paper), but a systematic treatment of the subject 
was lacking. This is now provided by the economists of the Ox- 
ford Institute of Statistics, who themselves have taken a leading 
part in the debate. 

Mr. Burchardt summarises the basic theory. Mr. Kalecki 
sets out the main lines of the possible alternative policies for 
maintaining employment in a closed system. Mr. Worswick dis- 
cusses some problems which the very success of a full-employment 
policy would raise: how to prevent a vicious spiral of wages 
and prices; how to ensure flexibility in production without 
regimentation of labour. Mr. Schumacher discusses the principles 
of public finance, particularly of Government borrowing, appro- 
priate to the modern doctrines. Dr. Balogh deals with inter- 
national trade. Mr. Mandlebaum illustrates the theoretical 
essays with an extremely interesting account of the Nazi experi- 
ment in full employment. In general the essays seem somewhat 
unnecessarily technical and severe in style. This does not apply 
to Mr. Schumacher’s contribution, which provides an interlude in 
pleasant pastures between the rocky uplands of Mr. Kalecki’s 
austere exposition and the dense forest of Dr. Balogh’s close- 
packed argument. 

Each of the essays raises points which it would be interesting 
to discuss, but, since space forbids a full treatment of all, it seems 
best to confine this review to those that bear the main burden of 
the argument. 








78 THE ECONOMIC JOURNAL [APRIL 


Mr. Kalecki combs out the tangle of contemporary discussion 
on employment policy and lays out the alternatives neatly. One 
or two snarls remain even in his argument. These concern the 
place of private business investment in a full-employment scheme. 
Mr. Kalecki draws an important distinction between the rate of 
investment in industrial equipment required to keep productive 
capacity expanding appropriately to full-employment output, 
and the rate of investment which would maintain full employment. 
There are various impediments which prevent private investment 
from keeping up with the first standard. The rate of interest 
may be unnecessarily high. This can be dealt with by monetary 
policy (more fully discussed in Mr. Schumacher’s essay). The 
tax system may weigh unduly on investment. Here Mr. Kalecki 
proposes a scheme by which part or the whole of sums devoted 
to investment are deducted from taxable profits, while amortisa- 
tion allowances are not, deducted until they are spent. (This 
would clearly be a powerful instrument for stimulating invest- 
ment.) Above all, full-employment demand is not normally 
experienced, while the fluctuations of the trade cycle further 
discourage investment, by enhancing risks. When the Government 
guarantees to maintain the national income continuously at the 
full-employment level, expanding as productivity increases, and 
when confidence in the guarantee has been established, these 
discouragements to investment disappear. When all these policies 
have been carried out, any investment which is required to 
expand productive capacity appropriately is also profitable. 
Therefore if all business men lived up to the text-book postulates, 
_ always aiming to maximise profits and always producing in the 
most efficient manner available, private investment would 
regulate itself and productive capacity would automatically 
expand at the required pace. But, outside the text-books, 
business men do not behave so. At any moment there are arrears 
of known technicalimprovements which have not been digested into 
the productive system, and new research falls far short of the profit- 
able level. This is certainly admitted by Mr. Kalecki (p. 52), but 
it does not seem to be woven into his main argument. 

In considering the second standard, he discusses the case 
where the rate of private investment required to expand capacity 
appropriately falls short of the rate which would give full employ- 
ment, and exposes the folly of policies based on stimulating 
private investment beyond the first rate purely for the sake of 
reaching the second. He does not contemplate the case where the 
rate of investment required by the first criterion exceeds the full- 
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employment rate. He thus omits to discuss (beyond a passing 
reference) a problem of both theoretical and practical importance. 
In this country, with great blocks of antiquated industrial 
equipment, with under-capitalised agriculture, and a clamorous 
demand for social investment to raise the level of health and educa- 
tion, the leading problem for many years after the war facing a 
Government which had accepted the task of framing an employ- 
ment policy (and which had the powers necessary to carry it 
through) would not be to find something or other to spend money 
on, but to adjudicate between urgent rival claims for the available 
resources of the nation. 

Even when arrears have been made up, there is still a problem 
of the desirable rate of capital accumulation. Mr. Kalecki 
provides a formula: “ Private investment must be at a level 
adequate to expand the capacity of equipment pari passu with 
the increase in working population and productivity of labour, i.e., 
proportionately to full-employment output” (p. 47). But the 
rate of increase in productivity of labour is not something given 
by Nature. Both the amount of energy devoted to technical 
research, and the pace at which old equipment is replaced by 
improvements, can be varied. To decide the most desirable 
rate at which to increase the productivity of labour is itself a 
problem, for, at any moment, a higher rate of increase in pro- 
ductivity requires a higher rate of investment in business capital, 
and a lower level of consumption or of investment in social 
amenities. Once the principle of full employment is accepted, 
the old concept of “‘ abstinence ” comes into its own again, and 
the allocation of resources between consumption in the present 
and accumulation for the future becomes one of the central 
problems of economic policy. 

The administrative problem of controlling the rate of invest- 
ment is not discussed. Mr. Kalecki mentions “ accidental 
fluctuations in the rate of private investment, for instance as a 
result of discontinuous technical progress,” which would persist 
after cycle fluctuations had been eliminated. ‘“‘ Such accidental 
fluctuations can best be neutralized by an appropriate timing of 
public investment.” This entails the existence of some central 
authority informed in advance of the investment plans of private 
firms. It also surely requires some powers of regulation? There 
is no reason why any private investment project should always go 
to the head of the queue in front of all Government projects. 
But questions such as this open up a field of political controversy 
which these studies endeavour to avoid. 
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The relationship of international trade to employment policy 
is the most intricate part of the whole problem. The task for 
any one country of maintaining employment is much eased by a 
high and stable level of employment abroad, but a world-wide 
employment policy is still a very distant dream. The British 
proposals for a Currency Union, providing all its members with a 
large supply of international liquidity, while not in itself a plan 
for world full employment, aimed to create a setting in which 
each country would find it easy to carry out an employment 
policy. In the absence of such a scheme, a country embarking 
on an employment policy, ahead of the rest of the world, has to 
contend, on top of all the difficulties that arise at home, with the 
problem of keeping out of international debt. When the world 
falls into a slump, each country finds the demand for its exports 
decline, while competition of imports rival to home production 
becomes keener. The Government of a country which is deter- 
mined to maintain employment is then faced with a double task. 
It must find useful occupation for the workers displaced, and 
(unless the country is able and willing to borrow from abroad 
or to sell out capital) it must prevent its foreign balance from 
becoming negative. The first problem, which presents some 
difficulties—it is not easy to provide temporary occupation 
without making it very hard for the export industries to expand 
again when the market recovers—is hardly discussed in this 
book. Owing to the way the work has been divided among the 
various authors, this subject falls between the two stools of 
internal and external aspects of employment policy. The second 
problem is discussed by Dr. Balogh. 

One line of attack upon it is for the country aiming to maintain 
employment to compensate for the fall in demand due to the fall 
in world income by making home goods cheaper relatively to 
foreign goods. But this may prove impossible. Devaluation 
of the home currency is not a panacea, for it may happen that 
there is no exchange rate which will maintain the balance of trade. 
Selective protection of home industries against ‘‘ unemployment 
dumping ”’ and selective subsidies to those exports for which the 
foreign demand is most elastic may succeed where general 
devaluation would fail. In so far as either succeeds temporarily, 
it does so at the expense of employment abroad, thus giving 
another turn to the screw of world deflation, and so enhancing the 
difficulty it is intended to overcome. 

A different line of attack is to lay plans against the slump in 
advance by deflecting trade into channels which will not freeze 
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up. The country resolved on full employment may bargain 
with its foreign suppliers, guaranteeing to buy from them, 
wet or fine, in certain quantities, and asking them in return to 
accept payment in a form which can be spent only in the home 
country. This arrangement maintains the balance of trade of 
the home country, and at the same time helps to insulate the 
supplying countries from the effects of a slump originating 
elsewhere. 

The attractiveness of the bargain to the supplying countries 
depends largely on the goods which the home country has to offer. 
There is always a danger that measures to protect home industry 
against the consequences of a slump will also protect it against 
the consequences of its own rigidity and inefficiency ; and if better 
and cheaper goods are on offer in third countries, the suppliers 
may prefer to forego the bargain, and chance the slump. Dr. 
Balogh lays emphasis on the bargaining power of the large buyer. 
This power may be great in a world slump, but, from a long-run 
point of view, it is the supplying countries whose position is strong. 
The power of the buyer is only the power of a lover to shoot him- 
self on his mistress’ doorstep. The real point is the power of the 
steady buyer to offer an attractive bargain. How attractive it 
appears to the supplying countries very much depends on the 
liveliness of their fears of a slump. 

If neither line of attack—by devaluation after a slump has set 
in or by bargains arranged in advance—promises success, or if they 
are outlawed by international agreement, the alternative is for 
the country resolved on full employment to cut down imports in a 
slump by the amount that exports fall, while accommodating a 
high level of home activity to the slump level of imports. This 
would be likely to develop into a permanent policy of autarky, 
for home industries in substitution for imports, once developed, 
are not easily abandoned. 

If a number of countries are resolved on full employment, 
they can give mutual guarantees of maintaining total demand, 
and allow a large measure of competition and multilateral trade 
within the group. This is the policy which Dr. Balogh most 
favours. He suggests that such a group should trade with the 
rest of the world on terms which limit the group’s imports from 
outside to the value of its exports, rationing imports among the 
group where necessary (p. 167). This amounts to something like 
making the scarce-currency clause of the Bretton Woods proposals 
permanent. An adequate discussion of this scheme, which raises 


wide issues of international policy as well as detailed questions 
No. 217.—VOL. Lv. G 
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of the technique for planning trade in a mainly private-enterprise 
system, requires a volume to itself. 

It is unfortunate that the most original part of the work is 
presented with the least assistance to the reader. Dr. Balogh 
switches to and from exposition to controversy in a bewildering 
manner, and, in the analytical passages, he whirls price elasticities 
and income elasticities around too fast for the eye to follow; 
but the effort to disentangle his argument will not be unrewarded, 
for he is opening up a field which urgently needs exploration. 

JOAN ROBINSON 
Cambridge. 


English Social History. By G. M. Trevetyan. (London: 
Longmans, 1944. Pp. xii + 628. 21s.) 


“WirHovut social history, economic history is barren” 
(p. vii) is not a thesis to discuss in the Economic JournaL. Nor 
is the JouRNAL a place in which to appraise that social history 
which is not economic, as the Master of Trinity understands it. 
One need only say—and it is almost impertinent to say so much— 
that it is what we should expect from him, in knowledge,. spirit 
and style. Like the “ general reader,” this reviewer could not 
** put it down.” 

Our business is to ask what use has been made of that barren 
bony framework of economic fact without which social history 
would be—what shall we say ?’—floppy? The broad answer is 
at once, a remarkably judicious use. And often, to safeguard 
himself and acknowledge obligations, the Master has put a label 
of quotation on the bone: Postan’s bone, Carus Wilson’s bone, 
Clapham’s bone. Every now and again, no doubt, the economist 
says to himself, This leg would have been rather better drawn with 
fuller knowledge of the line of the tibia, or something of that sort; 
but he can never say, The drawing is all wrong because the 
pelvis is not the shape that the Master supposes. 

The nearest approach to a slip about big bones is, I think, in 
an impression left of greater servility in the English village before 
“the disruption of the old manorial system ”’ (p. 7) than there really 
was. ‘‘In Norman and early Plantagenet times . . . the free- 
men were few and far between.”’ I am not so sure for the twelfth 
century. I am sure it was not so in the thirteenth, except 
locally. There were villages quite without freemen; but the 
average village, say in the Hundred Rolls, had plenty both large 
and small, especially small. The social evolution of and before 
Chaucer’s day was much more than an emancipation of villeins. 
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The subdivision of free holdings and the resulting need to earn—as 
labourer or knight’s yeoman or archer—had great social sig- 
nificance. See Chaucer’s plowman; free; the parson’s brother ; 
a wage-earner; paying tithe of his “ swinke ”’ (labour earnings) 
and his “ cattel,” the two-three beasts on his little holding. 
Chaucer’s franklin, the big, glorious, well-living freeholder, must 
have had a respectable pedigree of some generations. 

Essentials for Chaucer’s, Caxton’s and Tudor England are all 
in place—the early and continuous link between “trade” and 
land; the varied causes of sixteenth-century agrarian unrest ; 
the complex social workings of the price-rise ; the composition of 
the yeomanry. “The farm horse was gradually beginning to 
share with the ox the labour of the plough ” (p. 132) before the 
Tudors, however : there was discussion of horse versus ox in the 
thirteenth century. 

In “ Shakespeare’s England ” I am pained to note that the 
Master of Maitland’s College has forgotten that Cambridge had 
two sets of fields and so can write of “ the town field beyond the 
Cam ”’ (p. 185). But that is only a tiny bone out of place. 

The impression left by a statement on p. 192 about apprentice- 
ship continuing until ‘“ the Industrial Revolution ”’ destroyed it 
suggests, I think, to the average reader that most people had been 
apprenticed to their trades after 1563. No doubt in towns they 
had; but even in towns the law was riddled with exceptions. 
And to the ever-increasing rural industries, as to mining, the law 
was never systematically applied. What apprenticeship there was 
was mostly of that natural sort which has always existed. See 
Defoe’s textile children. 

These are scattered criticisms, because the main story com- 
mends itself to the economist. Scattered they will continue. 
Was redivision of Scottish run-rig fields by lot so general as is 
assumed ? (p. 431). Did the Luddites break machines as such, 
or only selected machines of unscrupulous employers? (p. 482). 
Was the entry of women into field work the novelty that is implied 
on p. 486? Did “the movement of municipal reform supported 
by the State ” prevent “‘ another social catastrophe ’’? (p. 578). 
Probably, I should say; no more. 

Reviewers before me have noticed that the Master is happiest 
in the seventeenth and eighteenth centuries. I suspect that, 
at bottom, like Grey of Falloden, of whom he has written so 
finely, he finds “ this modern civilisation abominable.” His grip 
is naturally not quite so sure on the social life of its alleys and mills 
There is perhaps a 
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trace of the light that never was upon sea or land brightening the 
favoured centuries; but it is only a trace. We are not allowed 
to forget shipment to Barbados or Gin Lane. Yet perhaps as we 
pass with him into their peaceful villages we ought to see rather 
oftener the pregnant pauper being moved on and the child 


earning its living at four. 
JOHN CLAPHAM 
King’s College, 
Cambridge. 


From Economic Theory to Economic Policy. By E. Ronatp 
WaLKER. (Chicago: The University of Chicago Press 
(Cambridge University Press), 1943. Pp. vii + 273. 18s.) 


THE economist returning to his academy, with the noise of 
reconstruction all about him, will be eager to inspect the damage 
wrought by six years of war on established theory and to examine 
plans for its future development. He will find an excellent guide 
in Professor Walker, who is indefatigable in pointing out the 
ruins and full of schemes for the re-erection of a nobler edifice. 

Professor Walker’s theme is the application of economic theory 
to policy : not, as soon becomes evident, the administration of 
economic policy in practice. His plea is for an extension of 
economic theory beyond the confines of the market to include 
activities other than exchange, motives other than financial, and 
objectives other than an increase in the national income : not, as 
one might expect, for a better understanding of the limitations 
that administrative techniques impose in the application of 
existing theory. He does not, however, completely neglect this 
second theme. Drawing on his own experience in Australia 
before and during the war, he gives a vivid account of the atmo- 
sphere in which advice is tendered and the idiosyncrasies of the 
advised : 


‘*The methods of work of politicians and administrators,’’ he writes, 

‘* vary from individual to individual. Some surround themselves with a 
multitude of counsellors and evolve their own decision out of the clash of 
opposing opinions. Others are influenced by each adviser in turn, and the 
important thing is to have the last word. Others, again, rely on very few 
confidants—perhaps a single expert in each field. Methods of absorbing 
information and views are no more uniform. Some prefer the interview; 
others the written memorandum—bulky and — with figures and 
ents, or in some cases restricted to a single sheet of type. Some set 

aside time to go into a particular problem with their advisers; others are 
always too busy to give more than five minutes to any matter at a stretch.” 


The argument of the book is that although the advice of 
economists is sought, it tends to be suspect when given; that this 
is so, first, because economics suffers from theoretic blight—“ a 
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tendency to develop theory for its own sake’; second, because 
many economists interpret human behaviour too exclusively in 
terms of rational self-interest ; third, because economics neglects 
extra-market operations—that is, attempts to procure market 
advantages by means other than ordinary exchange; fourth, 
because economists have no general theory of economic develop- 
ment but treat their data as given and try to work out positions 
of equilibrium rather than trends of growth; and finally, because 
economists insist that they are not concerned with ends as such 
when this is in fact an illusion, since the systematic study of ends 
is just as essential as positive economics for the application of 
theory to policy. 

This argument is pressed with a skill that commands admira- 
tion. As the preacher passes from one head of his discourse to 
another, we are chastened by an increasing sense of inadequacy 
andsin. But as we rise from our pews we are afflicted with doubts. 
Is the Word of the Prophet sufficient unto our salvation? Or do 
we require more evidence of things uriseen? We recall that for 
half a century economists have been waiting for the promised 
“analytic theory of social action”; and that if they remain 
faithful to the Old Testament, something must be allowed for the 
continued absence of the New. It is all very well to pour scorn 
on rational self-interest as an explanation of exchange, to adjure 
us not to spurn psychology, to cry up institutional man, and to 
remind us of social patterns in which financial motives are 
overborne, or where behaviour is inefficient or exploratory. 
What then? Let us make room for other patterns of be- 


- haviour, other codes of conduct, as these are identified as 


powerful and calculable. But, for the present, need we abandon 
the assumption that in the modern world, as Professor Walker 
himself is disposed to concede, “no, social pattern is so wide- 
spread as the pursuit for money gains and that in this sense 
economic theory has greater generality than any of the new 
theories that may be constructed on the basis of other social 
patterns ” ? 

Rational self-interest as the standard pattern of behaviour is 
the principal example given by Professor Walker of what he calls 
“theoretic blight.” There are many other examples: the 
marginal productivity theory of wages, the concept of normal 
profit in the works of Lord Keynes and Mrs. Robinson, explana- 
tions of industrial fluctuations in terms of a single mechanism. 
The réle of theory, he points out, is the provision of “ a significant 
list of things to look for.” But when there are communities where 








86 THE ECONOMIC JOURNAL [ APRIL 


“it is the exception rather than the rule for an entrepreneur to 
know how much profit he makes ”’ and business men are ignorant 
of the shape of the demand curve for their product, we have to 
look very hard for anything resembling marginal productivity. 
No amount of looking will ever reveal normal profit as defined in 
the “ Treatise on Money ” since “‘ it is by definition simply a figure 
above, below, or equal to actual profits, according to whether 
output is about to rise, fall, or remain constant.’’ As for the 
aggregate supply and demand schedules of the General Theory: 


‘* Mr. Keynes’ important practical conclusiéns could be reached without 
this laborious shadow sparring. In the library of the Australian Parliament 
at Canberra there is a copy of the General Theory. The first three hundred 
pages in which the theory is worked out, are of virgin whiteness; the last 
eighty pages, with the practical applications, are well thumbed and heavily 
scored. Parliamentarians could not follow the supply and demand functions ; 
yet they know that, if business men find they are selling more goods, this leads 
to an attempt to give more employment.”’ 


But is there in fact much to choose between the hypothesis 
that output responds to sales (with its hen-and-egg implications) 
and the hypothesis that output responds to profit? Are we to 
select the first hypothesis merely because it is intelligible to 
Australian M.P.’s? Or because sales are measurable, while 
anticipated profits are not? This would be to take much too 
literally the proposition that theory tells us what to look for. 

Theory is more than “ classification of the observable facts ”’ : 
no such definition could be applied, for example, to the theory of 
knowledge. Theory is, in addition, a statement of principles 
which are derived by logic from definitions of the things for which 
one is invited to look. For this reason, Professor Walker’s 
“theory of extra-market operations,” which consists largely of a 
classification of these operations, of the motives that give rise to 
them, and the conditions in which these motives find expression, 
does not seem to be in the strict sense a theory at all. As the most 
novel section of the book, it is, however, peculiarly worthy of study. 
The starting-point is that exchange, both within and between 
economic units, is ‘‘ modified and often replaced by collaboration 
based on common ends, common habits or the exercise of power.” 
The relationships between social classes, between management and 
workers, between one firm and another, are not purely bargaining 
relationships; other forms of power and control enter in and 
modify the terms on which exchange takes place. Here is matter 
for analysis, and matter that economists have introduced only 
incidentally in discussions on advertising, Trade Unions, industrial 
combination, redistribution of income and similar subjects. 
Perhaps, however, it would be better to pursue the analysis against 
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an historical background either as a study of the growth and 
decline of market agencies or as part of the theory of economic 
development. 

In the later chapters Professor Walker seeks to clear the ground 
for a theory of economic development and for a new social 
philosophy that will embrace normative as well as positive 
economics. He points out that every theory derives from 
selected assumptions and that the selection is necessarily biased 
by the interests and objectives of the theorist. Theory can never 
be neutral in its assumptions and never altogether neutral, 
therefore, in its conclusions. Moreover, in any discussion of a 
concrete problem in terms of cause and effect, the economist’s 
audience “‘ is always ready to supply the normative premise which 
converts analysis into advocacy.” Apart from these considera- 
tions, the economist has a responsibility to fulfil: we cannot 
choose between objectives without some understanding of what 
they imply and a full understanding of what is implied in any 
objective is rarely possible without some knowledge of economic 
theory. For one reason or another, therefore, economists must 
concern themselves with ends. Two ends in particular seem to 
Professor Walker to call for fuller study : minimum standards of 
consumption and the improvement of working conditions. 

This is a book that will be of special value to the post-graduate 
student about to commence research. It ‘is an outstanding 
contribution to methodology, and full of suggestions for the future 


development of economics. 
P A. K. Carrnoross 


London. 


The Problem of Valuation for Rating. By J. R. and Ursuna K. 
Hicks and C. E. V. Leser. “Occasional Paper No. VII of 
the National Institute of Economic and Social Research. 
(Cambridge University Press, 1944. Pp. 90. 7s. 6d.) 

For many years now it has been common knowledge that 
there are wide variations in the level of rateable values between 
different Local Authority areas. Save, however, when some 
indiscreet local Treasurer or Valuer mentioned the level accepted 
in his area, we have so far had no quantitative data as to the 
degree of variability. Now the Ministry of Health have made 
available to Professor and Mrs. Hicks certain statistics collected 
in 1938-39 for the Departmental Committee on Rating. We 
must thank both parties for probably the most important single 
contribution to an understanding of the system of local valuation 
since the Report of the Royal Commission on Local Taxation. 
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The information, which covered almost every Local Authority 
in England and Wales, was confined to dwelling-houses (excluding 
flats, tenements and houses combined with other premises). The 
Authorities provided statistics for those areas analysed according 
to date of construction (pre-1914 or post-war); type of tenure 
(owner-occupier or rented, council or non council) and value (gross 
value for rating purposes). The present rents (7.e., actual, ex- 
cluding rates) were also obtained for all rented premises and the 
average returned for each class. There were certain defects in 
the data, particularly for the London area, but the returns were 
sufficiently homogeneous and reliable to allow the authors to 
make an analysis and draw valuable conclusions. 

The first general conclusion, strangely enough, is that most 
house property, indeed possibly most property, is valued some- 
what below the level warranted by a strict interpretation of the 
legal definition. (In part this conclusion may arise from certain 
imperfections in the data.) This is, however, the least important 
conclusion; the important thing is whether the degree of under- 
valuation is the same in all areas, and for all kinds of property. The 
broad conclusions on these questions may be summarised as follows: 


First, the actual overall level of assessment of house 
property in the nine districts studied varied between 62% 
and 81% of the true level as indicated by the level of rents, 
a range of 19 points. 

Second, there was a tendency for under-valuation to be 
greatest in the rich and expanding areas and lowest in the poor 
and declining areas (expanding and declining, that is, in 
terms of population and new building). Thus the 62% and 
81% in the previous paragraph were for the London ring and 
Tyneside respectively. 

Third, there was a distinct difference in all areas between 
pre-1914 and post-war houses, the latter usually being sub- 
stantially under-valued in relation to the former, sometimes by 
as much as 20%. As the proportion of post-war houses 
tends to be greatest in the rich and expanding areas, this in 
large part accounts for the greater degree of overall under- 
valuation in such areas. In addition, even pre-war houses 
appeared to be more under-valued in these areas. 


So much for the main conclusions, given here without the 
reservations or the explanatory comment of the authors. What 
are the implications for local finance and its reform ? 

First, reform by way of enforcing complete uniformity of 
assessment throughout the country will exacerbate certain other 
problems. For one thing, the study shows that uniformity of 
valuation will widen the spread of rate poundages. The national 
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average would be somewhat lower (8s. 9d. as against 12s. 11d. in 
1938 for the areas studied), but the difference between lowest and 
highest would be much greater. This follows, of course, from the 
greater degree of under-valuation in the richer areas. On the other 
hand, in so far as the Block Grant is distributed partly on the basis 
of rateable value per head, greater uniformity would favour the 
poorer areas. But owing to the relatively unimportant part 
played by the rateable-value-per-head factor in the present grant 
formula, the relief to the poorer areas would not be great, probably 
not more than a 3d. or 6d. rate in most cases. 

Secondly, reform is not going to be easy, as it means a 
substantial increase in the rates (and therefore the total out- 
goings) of the occupiers of most of the houses built during the 
’20’s and ’30’s. (This will be particularly so in areas with a 
low proportion of post-war houses.) In very many cases, 
certainly before 1939, these houses were occupied by people who 
found the then rent and rates a heavy first-call on their limited 
earnings, and one which they were most reluctant to see increased. 
Indeed, it was opposition from this quarter which prevented the 
third quinquennial valuation in 1938, when a serious attempt 
was to be made to deal with under-valuation. So there is a difficult 
political problem ; a strong group of householders will be adversely 
affected by a decision in favour of complete uniformity. 

The authors have no doubts that the problem must be tackled, 
though they appreciate that the change-over must be made 
slowly. Asa first step they suggest the centralisation of valuation 
machinery. Then they would proceed by stages, the first two 
quinquennial valuations after the war, possibly 1948 and 1953, 
would iron out a substantial part, but not the whole, of the 
inequalities. Concessions would continue to be made to certain 
classes of house property. Then perhaps by 1958 the substantial 
programme of new house-building, combined with the clearance 
of many of the pre-1914 houses, might make it possible to secure 
complete uniformity. All houses would then be valued on the 
basis of free-rented houses. 


London. 


D. N. CHESTER 


The Future of Economic Society. By Roy Gienpay. (London: 
Macmillan. 1944. Pp. viii + 320. 16s.) 


THERE are two essential propositions in this unusual and 
significant book. The first is that every economic system with a 
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given structure in due course reaches the limit of its growth in 
terms of the ability to support a rising population or standard 
of living. In the early chapters this is explained, rather than 
demonstrated, by a wealth of analogy from political and physical 
science. ‘To quote a few random samples, Galileo is quoted as 
saying that if the attempt be made to build ships, palaces or 
temples of enormous size, the yards, beams and bolts will fail to 
hold together. This principle that size accentuates internal 
stresses was applied by Plato to States. “The State should 
be allowed to grow only so far as it can increase in size without 


loss of unity.” In modern days, an expanding town can gain 
nothing through size after a certain stage of congestion of traffic 


and buildings. ‘What is true of a single town is true of an 
economi¢ system as a whole.” More evidence follows from 
statistics, where the prevalent bell-shaped or S-shaped curve shows 
& virtually invariable limit upon size; and from biology which 
suggests that restraints on animal population are automatic 
and universal. 

A historical section follows which, because it deals with the 
actual object of enquiry, economic systems, has more power 
to convince. Checks to expansion are studied in relation to 
nomads, agricultural systems of the Middle Ages. mediaeval 
cities, and the various phases of industrial and commercial 
evolution of recent centuries. History manifestly abounds in 
evidence of the frustration of man’s effort to grow by geometric 
progression in numbers and wealth. Invariably escape from 
frustration has been through some revolutionary discovery 
leading to substantial cost reduction, ¢.g.. changes in agricultural 
technique, new forms of power or new means of transport. 

Looking round for fresh means of greatly reducing cost. Mr. 
Glenday sees none of significance. But even were such means 
available they could not, he thinks, lead the Western world out 
of its dilemma, which arises primarily from the failure to dis- 
tribute what is produced. And were the distribution problem 
solved, mankind would be little better for it: the world would 
be so full of men and things that no space would be left for enjoy- 
ing the abundance 

The two-thirds of the book thus spent in showing that growth 
on the basis of a given economic structure is limited. suffers a 
defect for which the author is scarcely responsible. From the 
nature of his subject be is obliged to try to prove a negative. 
He must show, for example, that the United States’ economic 
system is meupadle of yielding a higher standard to American 
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citizens. To do this he may call to his aid past history, statistics 
of pre-war trends, evidence of international change, and much 
general analogy and economic parallel; but there is, and can be, 
no proof. The narrative throughout might have been more telling 
had there been some acknowledgment that the utmost an author 
can do in presenting such a case is to assist the reader to inform 
his judgment. 
Mr. Glenday does not seem to suggest that the problem 
presented is soluble; but he offers certain principles whereby 
society can become adjusted to it. The second essential thread 
in the argument is that to achieve adjustment and any approach 
to a satisfactory way of living, it will be necessary to supplant 
individual economic combat by communal organisation. The 
nature of this organisation is suggested by a number of pictures 
rather than a detailed programme. ‘‘ The central element in a 
peace-time communal organisation ” of the type which the author 
has in mind would be “ that the community would start by con- 
centrating first on ensuring that enough food, clothing, housing and 
other basic necessities were provided for all the working members, 
who would receive their basic ration of all these articles as a 
basic wage; luxuries and general amenities would occupy a 
secondary place and provide the element of elasticity to permit 
of the exercise of individual freedom and enterprise within the 
limits permitted by the overriding communal structure.” 
Another element in the scheme is a mobile “ production corps ” 
prepared, under communal orders, to pass from one occupation 
to another, and to concentrate on ‘“ whatever item might be 
next in the list of communal priorities.” If this method of 
“rotation ”’ of jobs failed to iron out fluctuations, greater smooth- 
ness could be assured by varying working hours or holidays, 
and granting leisure as a privilege, so that it might come to be 
regarded as the blessing it should be, not as the curse of 
unemployment. 
There is a frank admission that the proposed form of com- 
munal organisation would entail regimentation to a degree which 
would be extreme if it were not voluntarily accepted. In final 
analysis the author believes that in a time of recurrent crises 
there is a compulsion on mankind to evolve new attitudes and out 
of the attitudes to evolve new systems; and that if the next 
system is ‘‘ communal,” entailing some subordination of individual 
to social ends, it will nevertheless yield freedom because all that ’ 
would otherwise imply regimentation becomes freedom when it is 
assumed voluntarily as indispensable to social and individual 
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well-being. The merit of the book for which this reviewer is 
chiefly grateful is that while the analysis is deeply pessimistic 
in discouraging hope for the immediate future, there is imparted 
a sense that world economic society is trending in a clear direction, 
that this is designed, and that life still holds an object worthy of a 
campaign. 
J. R. BELLERBY 
Upton Cross, 
Cornwall. 


Introduction to Economics. By A. Catrnoross. (London: 
Butterworth & Co., 1944. Pp. 430. 12s. 6d.) 


Dr. Carrncross is the latest recruit to the large army of those 
who have tried their hand at writing an introductory text-book 
on economics. If there existed a Club to which were elected 
those who had achieved a substantial measure of success in this 
task, there can be no doubt that he would qualify for membership. 

After the usual general remarks on the scope, etc., of the 
subject, Dr. Cairncross devotes some hundred pages to the 
structure and organisation of industry, mostly related to the 
general forces that are making for the growth of large-scale 
enterprise. He then turns to supply and demand and the pricing 
system, and to the problem of distribution in its functional aspects. 
The volume concludes with sections on International Trade, 
Money and Banking, and the State and the Economic Order. 

The author in the Preface says of his book that “ It is written 
for those who, anxious to understand the complexities of the 
economic order and the causes of economic disorder, find it 
difficult to master the economists’ technique of thinking and 
hesitate to plunge too abruptly into analytical deeps.” Anyone 
who reads carefully and grasps (as he ought to be able to do) 
the argument of this book should acquire in the process a very 
useful insight into the “ economists’ technique,” and cannot 
complain that he has been plunged “ too abruptly into analytical 
deeps.”” So far as the general content and the level of difficulty 
are concerned, it would appear to cover much the same ground 
as .the first-year lectures in Theory and Money and Industrial 
Structure as given for the Economics Tripos in Cambridge. 

This is a real introduction for the student ; it treats economics 
as a technical subject, and deals with it as such without trying 
to play down to a reader who wishes to pick up general notions 
about economics without having to do any serious thinking for 
himself. Those who are preparing for examinations should find 
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it most useful; but at the same time it is by no means a mere 
examination cram book, for it sets out honestly and seriously to 
explain the methods which the economist employs in grappling 
with the problems of the economic world. 

Whether this book will come to rival in popularity the de- 
servedly successful Economics of Dr. Benham is a question that 
only time will answer. Dr. Cairncross is as distinctively ‘“‘ Cam- 
bridge ” in his general approach to the subject as Dr. Benham is 
“London School of Economics,” and some will prefer the one 
and some the other. But that it is possible to couple the two 
together in the same breath is sufficient indication that Dr. 
Cairncross can be held to stand high in the ranking order of 
writers of elementary (but not ‘“‘ easy ’’) text-books, suitable for 
the use of first-year honours students of economics. 

The reviewer has noted a number of ambiguities which can 
be removed in a later edition, and teachers who use the book will 
probably find others, but the general level of exposition is remark- 
ably high considering that it had to be finished and seen through 
at a time when its author was engaged on war-work. Dr. Cairn- 
cross should earn the gratitude of many students for setting their 
feet so firmly on the lower slopes of the road leading to the 
heights (or deeps) of economic analysis. 

It is to be hoped that, when the present paper restrictions are 
removed, the publishers will have the book re-set; in its present 
form it is decidedly trying for the eyes. 


C. W. GUILLEBAUD 
St. John’s College, 


Cambridge. 


Business as a System of Power. By Roxpert A. Brapy. (New 
York : Columbia University Press (Oxford University Press), 
1943. Pp. xx + 340. 20s.) 


ProFressoR Brapy begins by describing the evolution of 
“ manufacturing peak associations” (Spitzenverbande) in the 
totalitarian bloc—Germany, Fascist Italy, Japan, and France under 
the Vichy Government. He goes on to deal with similar associa- 
tions in Great Britain and the United States, as examples of indus- 
trial combination within the liberal-capitalist system. Finally, 
in Part III, he analyses and compares the trends of economic, 
social and political policies pursued by Big Business in all these 
countries. 

This book, as the publishers correctly say on the dust-cover, 
“is controversial.” If quite recently in The Road to Serfdom 
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Professor Hayek sought to make our flesh creep by warning us 
of the slippery slope we are descending towards socialist planning 
and control of the economic system, here Professor Brady, with 
equal conviction and supported by an impressive array of docu- 
mentary evidence, sets before us the grim prospect of a world 
dominated by the great industrial and financial interests. With 
totalitarian countries as an evil example of what might happen 
elsewhere, he urges the peoples of the United States and Great 
Britain to open their eyes before it is too late and to realise what 
is likely to befall them in the shape of fascist domination with 
the resulting destruction from within of freedom and democracy. 

Professor Brady’s thesis has a number of points of resemblance 
with that of the well-known book by James Burnham, The 
Managerial Revolution, though he differs from Burnham in putting 
the main emphasis on the concentration of power in the hands of 
a small number of industrial and financial magnates—the giant 
spiders who lurk in the centre of the web and who pull the threads 
which determine the shape of the whole complex structure. 

This is an able but one-sided book. At times the writer is 
carried away by the ardour of his convictions, as when referring 
to a dictum by J. M. Keynes in January 1939 that “ an amalgam 
of private capitalism and State Socialism . . . is the only prac- 
ticable recipe for present conditions,” he makes the comment : 
* Just how far State control was to reach in this British version 
of National Socialism it is hard to gather from the writings of 
Mr. Keynes and his contemporaries, but clearly self-government 
under the auspices of a régime determined ‘ to make the private- 
property system work better’ is en route to the goal.” The 
** goal” according to Professor Brady is ineluctably some form of 
the Corporative State, 1.e., a Fascist régime, controlled (in this 
case) by the Federation of British Industries, which in the chapter 
devoted to Great Britain appears as the arch villain of the piece. 
Professor Brady does not seem ever to have heard of the Trade 
Union Congress. 

It is worthy of note that in a work entirely devoted to power 
relationships arising out of the control of industry not one word 
is said of the economic and political structure of Soviet Russia, 
which makes another interesting contrast between this book and 
that of Dr. Burnham. 

Professor Brady is an ardent left-wing socialist and he is at 
some pains to paint the capitalist world in dark colours. But 
it would be foolish not to recognise that there is a real threat to 
democracy in the trends which are described and analysed in 
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this book—a threat which is fully as serious as that which forms 





us 
ng the theme of The Road to Serfdom. Where so many dangers lie 
th both to the right and to the left, it will take much skill and courage 
u- if we are to keep to that middle way which will safeguard what 
‘ld most of those who are now fighting on our side wish to achieve 
th —an order of society in which Freedom, in all its essential forms, 
en is not merely a name but a reality. 
m" C. W. GuILLEBAUD 
St. John’s College, 
- Cambridge 
ith ; 
wall Monetary Reform Movements. A Survey of Recent Plans and 
"he Panaceas. By JosepH E. Reeve. (Washington, D.C. : 
ing American Council on Public Affairs, 1943. Pp. 404. $3.75.) 
of Tuts bulky volume is divided into three sections. Part I 
unt contains a detailed history of monetary reform movements in the 
ids United States between 1929 and 1939, with special reference to 
those proposals which came before Congress during this period— 
is we are told that more than 450 monetary bills were filed in the 
ing two Houses between October 1929 and August 1935. The multi- 
am plicity and often wild ingenuity of many of the proposals for 
ac- dealing with the slump lend colour to a quotation from Fortune 
nt : Magazine, which Dr. Reeve puts as a heading to his final chapter : 
ion “Inflation is to economics what sex is to literature.” 
3 of Part II discusses the views on monetary reform of Father 
ent Coughlin, Senator Elmer Thomas, and Professor Irving Fisher— 
te - at greater length than a British reader would feel to be merited 
The by any but the last-named. 
1 of Part III gives a critical analysis of the major monetary 
this proposals put forward during the decade preceding this war, such 
oter as legal tender currency expansion, deficit budgeting, changes in 
ece. the price of gold, alterations in the banking system, etc. The 
ade writer’s comments are in general sensible, though they do not 
reveal much power of independent thought. 
wer Taken as a whole, this book has more interest as an exhibition 
ord of the vagaries of the human intellect than as a contribution to the 
sia, study of monetary problems. It might, however, be read with 
and advantage by some of the advocates of monetary panaceas who 
flourish in this country, on the (unlikely) assumption that they 
s at have sufficiently open minds to profit from their reading of it. 
But C. W. GUILLEBAUD 
t to St. John’s College, 
Cambridge. 
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The Common Interest in International Economic Organisation. 
By J. B. ConpuirFe and A. StEvENsoN. (Montreal: Inter- 
national Labour Office (London: King & Staples), 1944. 
Pp. iii + 135. 6s.) 

Building Peace Out of War. (London: P.E.P. and Oxford 
University Press, 1944. Pp. 192. 10s. 6d.) 


Wuat is, perhaps, the central thesis of the first of these books 
is expressed in a sentence on page 68: ‘ One of the tragedies of 
our time has been the growing conflict between social reform 
and internationalism.”’ The increasing emphasis given to what 
the authors call “ social considerations such as full employment, 
social security and economic development,”’ it is argued, cannot 
easily be reconciled with a growing volume of world trade. 
These social objectives ‘must be approached primarily in the 
sphere of national action and by using the instruments of national 
government ”’ (p. 65). “The trend to national self-sufficiency 
S . . . [is] . . . strengthened as each government is pressed by a 
combination of interested producers and social reformers to 
organise full employment, social security and development 
within its own borders ”’ (p. 66). 

This argument, it would appear, contains a non sequitur. A 
country organised for steady full employment at home is more 
likely to welcome a rising volume of imports than an under- 
employed country. Adequate internal demand is more likely to 
if * overflow’”’ into imports than deficient home demand which 

leaves home resources in involuntary idleness. The authors 
admit ‘that the most important single contribution that any 
country can make to world prosperity is to achieve a high level 
of employment and economic acitivity at home” (p. 99), and 
this admission effectively demolishes their own principal thesis. 
The conflict, in fact, is not between internal expansion and 
*‘ internationalism.” It is merely between internal expansion 
and certain traditional methods of international economic inter- 
course. It would have been immensely valuable if the authors 
had subjected these methods to a more searching criticism and 
analysis; if instead of arguing merely the case for “ freer” 
trade they had taken the trouble of investigating the meaning 
of the word “ free.’’ What they do, in fact, is to argue the case 
. for more world trade. “There are strong economic arguments 
. . . . for freer trade. They may be summarised first as those 
which flow from the advantages of specialisation.” But this 
perfectly sound argument for more international trade has 
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become mixed up—as is unfortunately so frequently the case— 
with a highly questionable argument for the removal of controls. 
Little progress will be made in the discussion of these problems 
until writers learn to distinguish between these two different 
uses of the word “free.” Laissez-faire theory (against which 
the authors advance some excellent and penetrating arguments) 
tried to prove that free trade, in the sense of trade without 
governmental interference, automatically meant free trade in the 
sense of maximum trade. That theory has been demolished, but 
its fundamental proposition still appears to command implicit 
acceptance in the discussion of international trade problems. 

No one would deny “the common interest in international 
economic organisation.”” The problem is to define with greater 
exactitude both the division of functions between national 
governments and international authorities and the criteria by 
which international supervisory bodies are to judge national 
policies. If it is agreed, first, that balance of payments dis- 
equilibrium normally tends to exert deflationary pressure on the 
deficit country, and, second, that internal deflation within any 
one of the major trading nations creates obstacles against the 
flow of intérnational trade, it follows that it is in the general 
interest of the world that Governments should not be restricted 
in their efforts to control their countries’ balance of payments. 
There may be methods of control that are relatively more or less 
harmful in their impact on the economies of other countries. 
It is at present commonly assumed that control by means of 
varying the rate of exchange or of altering tariff rates is “ legiti- 
mate,” whereas control by means of long-term contracts, bilateral 
clearings, quotas, discriminatory tariff arrangements, subsidies, 
and so forth, is “illegitimate.”’ What is the criterion of 
“legitimacy ’’? This seems to be the most urgent problem for 
discussion. Unless a greater degree of international agreement can 
be obtained on these questions, international economic organisation 
is as likely to become an agency of restriction as of expansion. 
The authors of this volume, while showing a high degree of aware- 
ness of the need to reconsider laissez-faire assumptions, do not offer 
much guidance as to where this reconsideration may lead us. 


The second volume is a collection of studies which had been 
issued in the form of ‘‘ broadsheets ” during 1941 and 1942. At 
that time they could claim to be ahead of contemporary thought ; 
now they appear somewhat vague and lacking in realism. They 


are still useful for the information they give about international 
No. 217.—VOL. Lv. H 
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agencies, arrangements and agreements of numerous kinds. But 
they are disappointing in their failure to come to grips with the 
problems of policy. It is recommended, for instance, that an 
International Tribunal should draw up a “Code of Economic 
Behaviour’’ with a “calendar of economic crimes’’: “ An 
examination should be made of all forms of trading policies and 
practices—tariffs for revenue purposes, tariffs for restricting 
imports, import quotas, monopolies, export subsidies, clearing 
and payments agreements, barter deals, bulk purchases, bilateral 
agreements, etc., to decide which are legitimate and necessary, 
which are harmless, and which are detrimental to trade ”’ (p. 64). 

To ask for such an examination three years ago may have been 
justified, but now the time has come when one would expect an 
organisation like P E P to have made some kind of start in the 
matter. The whole volume, in fact, is mainly a list of problems 
to be studied, difficulties to be overcome, general objectives to 
be aimed at. It leaves the reader dissatisfied, at this time of 
day, to be told that “collaboration is the only hope for the 
post-war world’; that ‘“‘ some means” must be devised which 
would enable America to go on making loans (as a counterpart 
to export surpluses), to suffer no default on its loans, and yet to 
be given “‘some guarantee ’’ that “‘if they play their part in the 
reconstruction of the world, their help will not return like a 
boomerang bringing cheap imports to swamp the home market 
and throw American labour out of employment ”’ (p. 61); that 
there must be “ some limit ”’ to subsidies to air transport (p. 101); 
that mutual fears between Britain and Soviet Russia “ have got 
to be finally scotched ”’ (p. 23); that, in general, all people must 
show more goodwill towards their fellow-men, must become less 
selfish and more far-sighted, must co-operate where they were 
wont to quarrel and show confidence where they were wont to 
show fear. Too many general exhortations and too little detailed 
scientific analysis, that is what makes this book rather less useful 
than it might have been. It is valuable, none the less, as a 
grand “ agenda ”’ of reconstruction problems. 

E. F. SCHUMACHER 
London. 


The Economics of Demobilization. By E. Jay HowEnstINz, Jr. 
(Washington: American Council on Public Affairs, 1944. 
Pp. 336.) 


Tus study of the post-war economic problem, published by 
the American Council on Public Affairs, with a Preface by Dr. 
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Alvin Hansen, is vigorously written in a semi-popular style, 
with a keen eye for significant detail. Little of its central argu- 
ment will present much novelty to economists. But its critical 
survey of American economic and business policy after the last 
war contains much that is both new and valuable to an English 
reader; and the cogent presentation of the issues that will con- 
front America on demobilisation and the illuminating way in 
which the essential facts about the post-war situation are 
marshalled make it both an important and a readable study, 
deserving of serious attention and of a wide public. 

Some two hundred of its three hundred-odd pages are occupied 
with the record and analysis of what happened after World War 
No.1. The author is unsparing in criticism of the policies pursued 
by big business and advocated by those who preached the efficacy 
of laissez-faire and what he terms “the mythology of natural 
forces.”” Such talk as there was of co-operation or of a con- 
trolled market referred to ‘“‘ a one-way process. Only business 
men were to have the right to co-operate in building a new world. 
The other two parts of the indivisible trinity, government and 
labor, were not to participate organically in the new system of 
co-operation. . . . If business demands had been granted, cor- 
porations and combinations would have been in a position to 
exercise almost unlimited control over economic forces... . 
Under such a system, business men would openly and deliberately 
control economic forces, primarily in their own interests, with no 
significant participation by either government or labor in the 
process.” ‘‘ The proposals of business men were not prompted 
by a desire to evolve a new system of social controls for the cor- 
porate business organism in the public interest, but were largely 
based on selfish motives of increasing power and profits-and of 
avoiding the unpleasant operations of the anti-trust laws.” 
Attempts to effect controlled price-reductions (e.g. for steel) were 
nullified ; Congress refused to give the Administration any power 
to deal with the post-war high cost of living (although the War 
Department set up a chain of retail stores to dispose of surplus 
government stores at four-fifths of the market price); problems 
of taxation, credit and prices “‘ were not clearly understood ”’; 
the Federal Reserve Banks’ low rediscount policy aided the 
Treasury in its ‘ low-cost financing program ” and “ was instru- 
mental in causing the speculative boom of 1919-20,” while “‘ the 
dismantling of the Capital Issues Committee left the securities 
market free for selfish exploitation’; “although the machinery 
for controlling the rate of contract cancellation worked perfectly 
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on paper, it left much to be desired in actual operation ” and 
on the Armistice the War Department was responsible for an 
** indiscriminate revocation of contracts.” 

For the economic world following World War No. 2, the 
author accepts the fact that “‘ the objective of a peace economy 
is the making of profits” and that production must ‘“ function 
again primarily within the framework of a profit calculus rather 
than at government direction.”’ Hence “ the transition economy 
demands a flexible synthesis of two purposes—production and 
profit.” Yet “the workings of the basic capitalistic system 
must be so modified that full employment can be achieved.” To 
the extent that free enterprise cannot provide the requisite 57 
million jobs in the post-war world, “ government itself must be 
prepared to make up the difference.”” A strong central directive 
agency of the federal government will be needed to integrate all 
demobilisation policies; a six-year program of public works 
should be drawn up for federal, state and local authorities; 
taxation should be “‘ shifted from lower to upper income classes in 
order to build up consuming power ” in the degree that the output 
of peace-time goods expands; the social insurance system should 
be reorganised and extended (‘‘ full employment and an adequate 
system of social insurance must go hand-in-hand . . . the problem 
of financing a liberalization of social insurance is really not a 
problem at all, providing we maintain full employment ”’); and 
internationally “ the system of lease-lend should be extended into 
the post-war period for at least three years,” while for long-term 
rebuilding of industrial systems abroad an International Invest- 
ment Corporation should be organized. ‘‘ The transition economy 
must achieve a delicate balance between both spending and 
saving in order to avoid either inflation or collapse.” 

The author underlines the danger that monopolistic practices in 
industry may frustrate a policy of full employment; and, “ since 
there is a strong probability that monopolistic restriction of 
production and control of price will be greater after than before 
the war,”’ he urges that in a number of industries government- 
owned war plants should not be sold to private concerns, at any 
rate not unconditionally. He also expresses the view that “‘ the 
basic problem of over-production—that is, the production of more © 
goods than can be sold at the expected rate of profit—can be 
solved only by developing the $20,000,000,000 potential market 
among the one-third of our population that is ill-housed, ill- 
clothed, and ill-fed.”” He estimates that after the war there 
will be at least 56 million job-seekers in the labour market, or 
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10 million more than in 1940; and he fears that, in view of in- 
creased output per man-hour in war-time, which in some industries 
has been very great, there may be serious technological unem- 
ployment unless there is “either a tremendous increase in 
industrial production, a great expansion of services, or a sharp 
reduction in working hours.” 

As instances of the seriousness of the demobilisation problem 
in some localities he cites Michigan, with its converted automobile 
industry, which will have “ almost six ex-servicemen or former 
war-workers for every ten persons employed in that state in 1944,” 
and Connecticut which will have “ a ratio of demobilized persons 


to pre-war employment of nearly 49 per cent.”’ 
M. H. Doss 
Cambridge. 


British Colonial Theories, 1570-1850. By K.E. Knorr. (Uni- 
versity of Toronto Press, 1944. Pp. xix + 429. $4.00.) 


Tuts book, as its author, Dr. Knorr of Stanford University, 
California, states in the Preface, grew out of a ‘“ doctoral dis- 
sertation ’; and it is still a thesis rather than a treatise. But 
its publication is none the less a substantial service to the study 
of British imperial history, especially on its economic side. For, 
while it does not modify on any important point our existing 
knowledge or tradition, it provides students with a treasury of 
primary material which would take them a long time to acquire 
for themselves. This is particularly true of the first part of the 
book which covers the period from 1570 to 1776. Dr. Knorr has 
mastered the pamphlet literature on colonial policy in these two 
centuries, and he has enriched his pages with innumerable textual 
quotations. Their very multitude, indeed, prompts a warning; 
for, since the relative importance of the pamphleteers is not 
assessed, the incautious reader might suppose that the dominant 
opinion on a colonial question was that advanced in the majority 
of the pamphlets which discussed it. Nor, apart from some 
quotations from Hansard, is much other material provided. There 
is nothing, in particular, from the governmental records, and 
therefore little, if anything, to show what were the theories which 
influenced the statesmen and thereby actually determined policy. 
It is unfortunate, too, that the operation of mercantilism in 
Ireland and in India (which should not be called a “ colony,” 
p- xix) is left outside the compass of the book; nor is there any 
examination or discussion of the great trading companies. 

The second part of the book, though again the references and 
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quotations are highly useful, is weaker than the first. The orbit 
of empire has expanded: there are new types of dependencies : 
the literature is vastly greater. And the treatment of this wide 
and varied field is less comprehensive and less well-balanced. A 
study of British ideas about the colonies between 1776 and 1850 
should surely give more than 12 pages out of 260 to the humani- 
tarian movement. 

The significance of the Durham Report, again, deserves far 
mere attention than it receives. Nor can the colonial policy of 
this period be understood without reference to James Stephen. 
But it is unfair to criticise a book for not being the systematic and 
well-proportioned treatise it does not claim to be; and for the 
undoubted value which it does possess it deserves a place in any 
serious library of British imperial studies. 

R. CouPLAND 
All Souls College, 
Oxford. 


The Spirit of American Economics. By J. F. Nonrmano. With 
a supplement, The Development of Canadian Economic Ideas, 
By A. R. M. Lower. (New York: John Day Co., 1943. 
Pp. 251. $3.50.) 


Dr. NoRMANO argues that, running right through the history 
of economic thought in the United States, there has been a 
conflict between the laisser-faire tradition based on English 
classical theory and the voices of protest which until recently 
have been crying in the wilderness. There has been a constant 
tug of war between “the principle of conservation’ and “ the 
principle of transformation.” And the author makes no secret 
of where his sympathies lie. He reacts to the economics taught 
in the universities as an extreme nonconformist does to the 
theology of an alien Church. But he is careful to explain that 
“ opposition to English domination in the cultural life of America 
is not an attack on England; it is a plea for America.” 

This review of the literature of protest brings together much 
interesting material about writers not usually dealt with in the 
text-books. Typical of the frontier period are Daniel Raymond, 
John Rae and Henry C. Carey; and the half-century after the 
Civil War brought the social utopias and the Green Uprising, 
with Henry George, Ralph Bellamy and William Jennings Bryan 
exercising wide influence. Finally, in the years between the two 
World Wars we have Veblen, Wesley Mitchell and, in Dr. 
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Normano’s words, “ the typically American, but misunderstood, 
technocratic movement.’’ The New Deal is thus to be inter- 
preted as a victory for the native American attack on “ the 
economics of the schools.”” “The weakening of the middle class 
and the rise of the masses laid the foundation of a revolt against 
the principle of conservation, a revolt independent of the theo- 
retical reaction. This revolt demanded transformation, and 
found its expression in the doctrine of the New Deal, represented 


_by Franklin D. Roosevelt. It emphasized not the acquisitive, 


but the creative moment of economic activity, and discovered 
itself in this regard in accord with some of the representatives of 
the old American romantic national school. The New Deal is 
politically connected with previous democratic revolts—the 
Jeffersonian and Jacksonian ; but at the same time it is an Ameri- 
can phase of the search for a new economic form.” 

It is not very easy to discover what Dr. Normano means by 
“the principle of transformation.’”’ In one place he says that 
this principle “ logically develops interventionism into planning ”’ ; 
and all through the book he insists that the genuine American 
spirit has always cried out for “ transformation.”’ By contrast 
he quotes with approval Emerson’s remark in English Traits, 
“the English power resides also in their dislike of change.” 
Readers on this side of the Atlantic will find all this a little diffi- 
cult toswallow. Private capitalism became strongly entrenched in 
the United States because the vast majority of its people believed 
in individualism and laisser faire ; and there is no point in denying 
that this belief was quite genuine and quite American. On the 
other hand, in England, the cradle of classical theory, the process 
of transforming capitalism in a manner presumably favoured by 
Dr. Normano began earlier and has proceeded rather farther than 
in the United States—despite the view of our character expressed 
in the above-quoted remark by Emerson and apparently still 
believed by Dr. Normano. 

The book ends with a short essay by Professor A. R. M. Lower 
on “ The Development of Canadian Economic Ideas.” He states 
that ‘‘ as long as the country had been a kind of captive balloon, 
it could have little personality of its own and therefore no con- 
tribution to make to the world of thought. But with its feet on 
the road to nationalism, ideas began to appear.” Reference is 
made to the work of Goldwin Smith and Adam Shortt, the ideas 
behind the tariff movement and the rise of the C.C.F. The author 
concludes that in the last twenty-five years Canadian social 
scientists have produced an important group of inductive studies 
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which have made clear the nature of Canada as a geographical 
entity and as a separate economy. 


London. 


BRINLEY THOMAS 


The Nazi Economic System: Germany’s Mobilisation for War. 
By Orro Nartuan, with the collaboration of Mitton FRI=p. 
(Durham, N. Carolina: Duke University Press, 1944. 
Pp. 368. $4.00.) 


THE student of economic affairs in Europe will welcome this 
book. Though the author limits his investigations to the economic 
system developed in Germany since 1933, and deals mainly with the 
six and a half years of “‘ non-war,” the technique of economic 
administration there evolved is not exclusively of Nazi making. 
In present conditions only an expert closely familiar with the 
subject-matter and with pre-Nazi German economic organisation 
could have selected and properly arranged the innumerable 
mosaics, frequently hidden behind ambiguous or intentionally 
misleading phrasing. Dr. Nathan, a high official of the Ministry 
of Economics in pre-Hitler Germany thoroughly acquainted with 
economic detail in Germany, was particularly well endowed for 
his difficult task. In most cases he was able to remove the 
layers of camouflage spread over the facts; on occasion he 
could do no more than leave a blank and indicate the lack of 
evidence. 

The author first analyses the agencies in industry, agriculture 
and banking employed in translating into detailed instructions, 
stimulants and checks, the Government’s wishes in respect of the 
direction in which the various economic resources were to be 
utilised. He gives a motion picture of the knitting of a narrow- 
mesh network of functional and regional, governing and executive 
offices. He follows by describing the implements used by those 
agencies. In his opinion much of the success of the system was 
accounted for by the single-mindedness with which, from the first 
day, the Nazis set to work to turn all hands into the direction of 
war preparation and to use all existing organisations, with the ex- 
ception of the Trade Unions (of which more presently), as agencies 
to this end, and by the nearly equal single-mindedness with which 
the innumerable entrepreneurial associations and individuals re- 
sponded to the call, as if they had been waiting for it. Gradually 
the machinery became more complicated, but continued func- 
tioning with remarkable smoothness, though frictions, as Dr. 
Nathan shows, were not absent. Whole-hearted collaboration 
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was offered and maintained by practically all the entrepreneurial 
personnel. As the author puts it, “‘ They saw eye to eye on the 
main objective of economic policy—building a military economy 
in preparation for territorial expansion.’ Therein may lie the 
secret of what those inclined to dramatisation call the German 
“ miracle.” 

In order to make the workers fall in line, the Nazi Government 
made no use of their organisations; on the contrary, it destroyed 
them completely. Dr. Nathan paints vividly the steep fall, 
from a position free and equal in principle, to one of “ serfs,”’ 
gradually tied to factory, farm or job, with no bargaining power 
of their own, protected only by the goodwill of Government 
officials whose aim is to get the most out of the workers, a good- 
will which, on occasion, has to be propitiated. On top of this, 
the workers had to accept lower real wages. Dr. Nathan sees the 
key to this policy “in a conflict of ideology and purpose so funda- 
mental that compromise was out of the question.’ He fails to 
explain why the workers, by and large, responded to the call for 
economic war preparation no less efficiently than the entrepreneurs. 
That the Nazi Government was successful in their handling of 
labour is not expressly stated, but implicit in Dr. Nathan’s 
analysis. 

There follow chapters on the control of prices and on public 
revenue and the skilful use made of them to serve the war pre- 
parations, and an investigation—somewhat cursory because of 
insufficient evidence—into the effect of the war preparations on 
civilian consumption. 

One of the features of Nazi institutions to which the author 
frequently calls attention is that they do not always serve the 
purpose that the decrees establishing them appear to suggest. 
Many of them serve to strengthen the hold of the Party, in 
addition to subordinating individuals and associations to the 
State. Even Dr. Nathan appears on occasion not to have seen 
through the false bottoms. Instances are the institution of the 
Defence Commissioners, their regional ‘‘General Staffs,” the 
reorganisation, in 1943, of the Gau Chambers of Economics, all 
serving to strengthen the Gauleiter’s power. It must be conceded, 
however, that the author has been at pains not to resort to 
conjecture. 

To sum up, this is an almost exhaustive presentation of the 
relevant facts, carefully tested by evidence, and arranged in 
masterly fashion, so as to convey a forceful picture in a clear 
and easy style. It is the complete reference book on how the 
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Germans prepared economically for war. The reviewer has little 


to question and much to admire. 
ERNEST H. STERN 
London. 


The Advanced Theory of Statistics, Vol. I. M. G. KENDALL. 
(London: Charles Griffin, 1943. Pp. viii + 457. 42s.) 


Tuts is the former of two volumes designed to develop a 
systematic treatment of that diverse subject, ‘the theory of 
statistics,’ as it exists at the present time (1943). 

This volume is devoted to the discussion of various aspects 
of the Frequency Distribution : Chapters 1-6 to the description 
of frequency distributions, Chapters 7-12 to the interpretation of 
samples drawn at random from frequency distributions : Chapters 
13-16 to correlation within samples. In fact, this is a book 
written by a mathematician for mathematicians: had it been 
written, for example, for economists, the distribution of emphasis 
would have been very different. Yet even economists, provided 
they possess the necessary mathematical technique, will find this 
volume an invaluable guide to modern statistical theory, and 
Volume IT, billed to cover “ the theory of estimation, regression, 
analysis of variance, multivariate analysis and theories of statis- 
tical analysis and time-series,”’ promises to be of far greater direct 
interest to economists. 

Volume I covers an immense amount of ground with admirable 
economy of material. In the available space it is possible only to 
mention the more outstanding virtues of its treatment. 

Masterly use is made of the cumulative function to avoid all 
the horrible algebraic lumber that usually clutters the discussion 
of the main theoretical types of frequency distribution. The 
cumulative function is introduced to the reader early, in Chapter 4, 
so soon as he has learnt what a frequency distribution is (Chapter 
1), all the meanings and ways of measurement of its average and 
spread (Chapter 2), and how to describe it in terms of moments and 
cumulants (Chapter 3). A few terms of the cumulative function 
enables the main properties of a frequency distribution to be 
described with an accuracy whose degree is discussed in Chapter 
4: and in Chapter 5 the cumulative function renders the discussion 
of binomial, hypergeometric, normal and multivariate normal 
distributions, delightfully elegant. Chapter 6 closes the first 
subject with a useful account, on the usual lines, of the Pearson 
and Gram-Chalier curves for fitting to observed frequency 
distributions. 
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In Chapter 7, devoted to a superficial discussion of the notions 
of probability, likelihood and random samples, the cumulative 
function is again used to great advantage to prove that the dis- 
tribution of the sum of a large number of independent random 
variables is almost normal. 

Chapters 8 to 12 cover the interpretation of the evidence 
provided by a sample distribution. Chapter 8 approaches the 
definition of the “ randomness ” of a sample, by explaining what a 
random distribution is not. The standard error is introduced as 
the standard deviation of a sampling distribution, and the standard 
errors of the moments and cumulants of samples are calculated 
(Chapter 9) in terms of the moments of the parent from which the 
samples are drawn. The discussion is extended (Chapter 10) to 
give the complete sampling distributions of moments and cumu- 
lants. The cumulative function renders this discussion the less 
complicated, because of the property that the cumulative function 
of the sum of n independent variables is the sum of their cumulative 
functions. 

A second conspicuous virtue of this volume is the judicious 
employment of geometric analogies. Mr. Kendall introduces 
this method in Chapter 10 in the discussion of sampling dis- 
tributions : in the chapters on correlation he exploits the analogy 
between partial correlation coefficients and the cosines of angles, 
and profitably illustrates the regression analysis by reference to 
the geometry of multidimensional substances. 

Having given the sampling errors of the measures of a distri- 
bution in terms of (other) measures of that distribution, the author 
turns (Chapter 11) to the difficulty that these latter measures are 
themselves unknown: they are known only for the observed 
sample. It is easily shown that a measure—for instance, the 
standard deviation—of a sample is not always the best estimate 
to take for the corresponding measure of the parent from which 
the sample was drawn. Very complicated formule are derived 
for the sampling moments of variance and higher moments in 
terms of the properties of the observed sample. R. A. Fisher’s 
method of -short-circuiting these complications by using his 
k-statistics is then explained. 

By employing results already obtained in Chapter 9, Mr. 
Kendall disposes very economically of the x? distribution (Chapter 
12), and this provides a link between the earlier discussion of 
sample evidence and the examination of association and correla- 
tion to which the remaining chapters of the volume are directed. 
After a brief familiar account of the theory of association and 
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contingency (Chapter 13), the bivariate correlation and regression 
coefficients and the correlation ratio are thoroughly discussed 
(Chapter 14) : an exposition of the sampling distributions of these 
statistics in the case of a bivariate normal distribution leads to an 
explanation of Student’s ¢-function and Fisher’s z-test, for inter- 
preting an observed correlation coefficient. This chapter also 
includes a discussion of intra-class correlation. 

After an excellent economical account of multivariate regres- 
sion and correlation analysis (Chapter 15) employing geometric 
analogy, the volume finishes (Chapter 16) with a discussion of 
Spearman’s Rank Correlation Coefficient and an Agreement 
Coefficient for measuring the consistency of rankings by different 
observers. 

Further virtues of this volume are the lay-out and the num- 
bering of paragraphs, formule, examples and exercises: the 
exercises, provided at the end of each chapter, deserve a special 
word of praise. Notes and references are abundant. 

Despite the author’s prudent disclaimer (p. viii), only three 
possible slips or misprints suggested themselves on a first reading.* 
The difficulty of finding more reflects the high standard of scholar- 
ship achieved by this volume, which includes inter alia much of 
Mr. Kendall’s own considerable contribution to the theory of 
statistics. If the second volume fulfils the promise of the first, 
the whole book will become a standard work, and will relieve the 
teacher and research student in this subject of many hours of 
tracing and selecting elusive articles in learned periodicals. 

D. G. CHAMPERNOWNE 
Oxford University 
Institute of Statistics. 


Regression Analysis of Production Costs and Factory Operations. — 
By Pui Lyte. (Edinburgh: Oliver and Boyd, 1944. 
Pp. xii + 208. 15s.) 


Mr. Lytz’s book is important because he appeals to business- 
men to use statistical methods in their problems, and because he 
applies the statistical methods of modern scientific research to 
business economics. It seems desirable that large-scale organisa- 
tions should separate the functions of economic statistics from 
cost accounting on the one hand and quality control on the other. 
No doubt the separation of these functions is a further step in 

1 Misprints in formula (11. 11) and on p. 382, last line but one. On p. 335, 


line 4, should not the wording be “‘ Thus, in a bivariate normal distribution, the 
two variables, if uncorrelated, are independent”? ? 
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the division of labour leading to more efficient business manage- 
ment, although the demarcation of these functions in precise 
terms is very difficult. Business-men should certainly welcome 
this book as it indicates a wide field in which a fairly homogeneous 
branch of statistics can be applied. 

The main thesis of the book is the exposition of Prof. R. A. 
Fisher’s statistical methods, following their successful application 
in certain sugar refineries. ._It is concerned mainly with the 
statistical determination of short- and long-term cost functions. 
The exposition of the statistical methods, relevant to small 
samples, is admirably lucid, and is properly illustrated with 
actual examples. 

Mr. Lyle, however, does not emphasise that the problems of 
economics are essentially different from those of the natural 
sciences. That pre-eminent source of pitfalls in economic 
statistics, the problem of time series, is not discussed at all. It 
happens that the consequences of this may be illustrated with 
reference to the example given in Table I of the book. 

This table gives output and cost data for 40 weeks. The 
short-term cost function is a regression line in the form of 
Y =a-+ bX, where X denotes weekly output, Y total weekly 
cost, a fixed costs and b marginal cost. 

Four specific points of criticism should be mentioned. First, 
Mr. Lyle only considers the regression of Y on X, which assumes 
that there is a statistical error in Y, but not in X. There are, 
however, reasons to consider the regression of X on Y also, since 
error enters into both variables. In fact, the actual measurement 
(as Mr. Lyle admits) is less precise for output than for costs, 
because of changes in work in progress. The present reviewer 
worked out the alternative regression line; and this, together 
with the original regression line and the coefficient of correlation 
(r), are given in line 1 of the following table : 

















Regression of Y on X. | Regression of X on Y. 
Line. N. — r. 
a. b. a. b. 
1 40 104-8 0-430 92-3 0-533 0-898 
2 39 112-7 0-365 100-9 0-463 0-888 
3 37 92-3 0-534 74:5 0-682 0-783 
4 9 103-3 0-451 100-2 0-478 0-972 
5 11 _ 92-9 0-501 80-3 0-601 0-913 
6 19 107-4 0-419 99-7 0-483 0-931 

















Note.—The correlation coefficient is, in each case, significant beyond its value 
corresponding to P = 0-1%. 
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The second regression line gives invariably a higher marginal 
cost b (and a lower fixed cost a) than the first one, since b,, ~ 
b,, = 9. 

Second, the question arises in the book whether “ outside ” 
values should be omitted or not, and Mr. Lyle decides against 
omission. In the example given, output was exceptionally low 
in one particular week only. If this week is omitted from the 
series the coefficient of correlation is hardly affected, but marginal 
cost b is significantly changed. The constants in the two cases 
are given in line 2 of the table. 

The theory of regression analysis implies that the population 
of X is “‘ normally ” distributed. It seems that in the given case 
this is not so, since (for reasons implied in the nature of machine 
production) exceptionally low values of X might occur, whereas 
exceptionally high values may be ruled out. But the distribution 
of X can be made normal by omitting exceptionally low values. 
Since the omission of an “ outside” value causes a significant 
change in the equation, it is unsafe to extrapolate the line beyond 
the ranges of X which actually occur. Hence it cannot be said 
that a, the constant of the regression equation, is equivalent to 
fixed costs; this would be so if marginal costs were constant 
throughout the whole range of output (down to zero), which 
remains to be proved. 

Third, when dealing with time series, various authors have 
recommended the correlation not of pairs of the original series, 
but of pairs of the differences between successive data, as a more 
sensitive measure. ‘The present reviewer, employing this method 
(with the omission of two pairs of data referring to the fluke output 
mentioned), obtained the constants shown in line 3 of the table. 
The value of the correlation coefficient has fallen (though not to 
the extent usual in these cases), and the constants of the regression 
line have changed considerably. 

Finally, the theory of regression analysis implies that the 
data are homogeneous, 7.e., that over the period of observation 
other variables remained constant. The validity of this assump- 
tion was tested by breaking the time series into parts, and test- 
ing the relation for each part separately. An inspection of the 
deviations of actual from computed values of Y (given in the 
book) suggests three part-series of 9, 11, and 20 terms, repectively. 
The average deviations for these parts (in units of cost) are + 1-1, 
— 2-8, and + 1-1; the general average is of course 0. An 
analysis of variance, comparing variation between the mean 
deviations given and variation within the three series, gives 
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z = 1-299 (n, = 2, n, = 37), for which the probability is less 
than 0-1%. Hence, such differences in the mean deviations can- 
not arise by chance, and therefore the data cannot be homogeneous 
throughout the 40 weeks. 

Separate regression equations were computed for the three 
parts (omitting the fluke value in the last), as given in lines 4-6 
of the table. It can be seen that marginal cost b is larger (and 
l a smaller) for each of the series, than if the series were treated 
(without justification) as one. (Lines 4-6 should be compared 
with line 2.) Reflection on the nature of short- and long-term 
cost functions might supply the reason why this should be so. 

This criticism concerns but a portion of the book. But it 
was shown that twelve regression lines can be calculated where Mr. 
Lyle calculated one, and (on the whole) these show a downward 
bias in Mr. Lyle’s marginal cost. 

It becomes evident that the application of statistics to pro- 
duction requires a knowledge of both mathematics and economics, 
with the emphasis placed perhaps on the latter. It might also 
occur to the reader that a thorough analysis of works-accounts 
might be a substitute for some of the elaborate statistical methods. 
The present reviewer believes that the solution lies in the com- 
bination of the two methods: by using the deductive method 
based on an analysis of accounts, checking the results by the 
inductive methods of statistics. But the place of statistics in 
the economics of the firm is important, and its applications have 
not been worked out fully yet. Therefore books like Mr. Lyle’s 
are welcome, and it is hoped that he and others will give the 
t non-technical business-men further examples of their experience. 
T. BaRNa 
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NOTES AND MEMORANDA 


PRICE AND Output Poticy oF STATE ENTERPRISE : 
A CoMMENT 


1. Mr. Meape and Mr. Fleming in an article in the December 
1944 number of the Economic JourNAL revive the proposition 
that price ought to equal marginal cost, even though this results 
in the enterprise working at a loss. It is my opinion that they 
have stated the proposition in such a way as to confuse rather 
than clarify an important issue in public utility pricing. 

2. It has been a commonplace for economists to argue that a 
consumer should pay the cost of any product which he buys. 
The reason, as I understand it, is that the cost represents the 
value of the resources used to produce the product to some other 
consumer, or possibly even to the same consumer in another use. 
If the consumer pays either more or less than this amount, his 
money is not being allowed to command the same resources as 
it could in some other use or in the hands of some other consumer. 
There would be discrimination. It follows that the receipts 
from the sale of a product should equal its cost.+ 

3. That price ought to equal marginal cost is a special case 
of the proposition set out in my second paragraph. The amount 
which consumers pay for additional units of a product ought to 
equal the value of the resources used in producing the additional 
units of the product. But this does not imply that total receipts 
ought not to equal total costs. It is necessary in an ideal tariff 
both that total receipts should equal total costs and that price 
should equal marginal cost. 

4. In the case of an enterprise in which average costs fall with 
increases in output, and in which consequently average costs 
are greater than marginal costs, the proceeds from paying a price 
equal to marginal cost are less than total costs. The solution 
to this problem would seem to be that consumers of the product 
should be made to pay in some other way for the difference. 
The two-part tariff has been put forward as one possible means of 
overcoming this difficulty.2 I do not wish to suggest that more 
complex pricing systems do not raise difficult problems of their 

1 Unless it was desired to bring about a redistribution of income: 


2 See, for example, C. L. Paine, ‘‘ Some Aspects of Discrimination by Public 
Utilities,’’ Economica, November 1937. 
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own but, as I see it, this is the direction in which we should look 
for a solution of the problem. 

5. It may, of course, be that in certain cases the only practic- 
able way of raising the additional money is by means of a charge 
on consumption, that is, by charging so much per unit or a 
percentage on the value bought. In this case, total costs could 
be covered by what would be, in effect, charging a price equal to 
average cost. I am not at all certain that this should not be 
done. It is true that the relation between costs and receipts at 
the margin would be faulty. But in such circumstances it is 
only possible to obtain the correct marginal relationship by 
subsidising consumers of the product, and thus obtaining an 
incorrect relationship between total costs and total receipts. If 
consumers are charged a price equal to marginal cost, it is true 
that the amount which consumers of the product pay for 
additional units is equal to the value of the resources used in 
producing the additional units of the product, but the total 
amount paid by these consumers would be less than the total 
value of the resources used in the production of the product. 

6. It needs to be emphasised that even in a case in which 
resources are employed solely on behalf of one particular consumer, 
Mr. Meade and Mr. Fleming would not require the consumer to 
bear the full cost if average costs were above marginal costs. If 
an electricity generating plant were installed for the supply of 
one particular country house, Mr. Meade and Mr. Fleming would 
charge the occupier only marginal cost, and if, as is likely, average 
cost was above marginal cost, the remainder of the cost would be 
borne by the rest of the community. It is not easy to foresee 
which groups of consumers would benefit and which would be 
worse off if Mr. Meade and Mr. Fleming’s proposal were put into 
practice, but it seems possible that one result would be that 
consumers living in country districts would gain at the expense 
of those living in towns. 

7. The proposal made by Mr. Meade and Mr. Fleming involves 
a re-distribution of income in favour of consumers of products 
in which fixed costs form a high proportion of total costs. There 
seems no reason to suppose that such a redistribution of incomes 
would be socially desirable. Indeed, if ever the optimum distri- 
bution of incomes were achieved—be this an equal distribution 
or some other—the proposal made by Mr. Meade and Mr. Fleming 


would tend to move it away from the optimum. 
R. H, Coase 
London. 
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Post-War PLANNING IN THE ULSTER LINEN INDUsTRY 1 


Tue future size and prosperity of the linen industry, as of 
any other industry, will depend very largely on the future demand 
for its products. There are reasons for supposing that, after the 
immediate post-war boom is over, the demand for linen goods 
will shrink appreciably. During the war consumers in the home 
market have been forced to rely to an increasing extent on cotton 
and rayon substitutes. The improved quality ? and comparative 
cheapness of the latter may result in the widespread abandon- 
ment of linen for many uses in which it has hitherto been para- 
mount. Furthermore, if home production of flax is to be 
increased after the war* (by comparison with pre-war years), 
linen goods are likely to be more expensive luxuries in the future 
than in the past. 

In these circumstances there can be no doubt of the import- 
ance to be attached to the future organisation of the industry. 
A number of pronouncements made during the past few years 
suggest the lines along which opinion in the trade is moving; 
certain points are common to most of these: emphasis on the 
need for closer co-operation in the trade, for strengthening exist- 
ing trade associations and co-ordinating their activities through 
some central body able to speak for the industry as a whole,’ 
and for eliminating cut-throat price competition.» The main 
emphasis is almost invariably on the restriction of price com- 
petition, and this is sometimes combined with plans for fewer 
and larger firms which would promote low cost production and 
make it easier to reach agreement on minimum prices. Some 
of the proposals go much further. Mr. Richardson has urged 
the necessity for limitation of qualities and sizes and the forma- 
tion of a Linen Trade Syndicate.? Mr. W. J. Larmour ® has 
also advocated a central selling organisation and further stan- 

1 Report of the Linen Industry Post-War Planning Committee. H.M.S.O. 
March 1944. Price 6d. 

2 E.g., Lancashire is now producing new “‘linen type’’ fabrics of spun rayon, 
and the quality of cotton canvas and duck has been much improved in recent 
years. 

3 See below. 

* In this connection attention is generally called to the way in which war- 
time control is paving the way for such a development. 

5 E£.g., Mr. R. H. Stephens Richardson at the annual meetings of Richardson 
Sons and Owden, December 1941, December 1942, and December 1943; Mr. 
Webb at the annual meeting of the Old Bleach Linen Co., December 1942. 

6 £.g., The Rt. Hon. H. Mulholland at the annual meeting of the York Street 
Flax Spinning Co., October 1943. 

7 At the annual meeting of Richardson Sons and Owden, December 1943. 

8 Fibres and Fabrics Journal, April 1943, p. 172. 
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dardisation of product, but would buttress this with central 
allocation of orders and the formation of firms into fully integrated 
groups confining themselves to a particular class of product. 
The latter suggestion is apparently supported by the Linen Trade 
Circular, which has stated 1 that “if the industry were formed 
into half a dozen or more complementary groups . . . the net 
cost per yard of many of our linen products could be reduced.” 
A statement by a representative group of linen manufacturers ? 
fits into the same general pattern of ideas—a Central Council for 
the industry democratically elected by the existing Associations, 
which should have power to enforce sanctions against price-cut- 
ting, organise research, and purchase all the raw material required 
by the industry, which would be resold to firms on a quota basis 
at an agreed price. 

Two main lines of thought are apparent, both to some extent 
complementary to each other. They are that the industry, work- 
ing within the conventional framework of industrial self-govern- 
ment, should take steps (a) to impose effective price control, which 
might be taken to the point of central selling and/or central 
allocation of orders, and (b) to raise the general level of efficiency 
by organising the trade into a small number of fully integrated 
firms (or groups of firms), which would confine themselves for 
the most part to working off bulk orders for a limited range of 
goods. 

It is hardly surprising that industrial self-government should 
be preferred by industrialists to State interference. It was also 
to be expected, in view of the depressed conditions of the past 
twenty years and the gloomy prospect for the future, that there 
should be an emphasis on price control. Many prominent men 
in the industry were known to have come to the conclusion that 
the line taken by the coal, cotton, and other British industries 
during the ‘thirties was the proper line for linen to take in the 
future. What did occasion surprise was that so many of their 
suggestions showed a readiness to contemplate interference with 
the existing structure of the industry with a view to lowering 
costs and raising the general level of efficiency. 

But much doubt remained as to whether sufficient agreement 
could be reached within the trade on any proposals which 
threatened the right to independent existence of existing firms 
or restricted their freedom to produce and dispose of their pro- 
ducts as they thought fit. The smaller firms denied that larger 
firms (or groupings of firms) would diminish price-cutting or 

1 January 9, 1943, p. 3. 2 Belfast News Letter, November 9, 1943. 
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raise efficiency. They argued that many large firms had been 
vigorous price-cutters in the past, having been forced into this 
because of the heavy weight of their overheads and the pressing 
necessity to keep their spindles and looms working. They 
argued also that many small firms were highly efficient specialists, 
and that the linen industry could only flourish if great variety of 
product were maintained to meet the varied needs of consumers. 
Many of the large integrated firms, whilst admitting the advan- 
tages of size and integration, fear the effect of price control on 
the demand for linen, particularly in foreign markets. They are 
ill disposed to see their weaker competitors take refuge behind 
higher prices whilst all firms suffer a shrinkage of trade. 

In these circumstances a great deal of interest was aroused 
when an official committee, widely representative of the trade, 
was appointed to consider the future of the linen industry. With 
one exception, all the members of the committee were connected 
with firms actively engaged in one or other branches of the linen 
industry. Large and medium-sized firms, ‘“ composite” and 
specialised firms, as well as the various sections of the industry 
(spinning, weaving, finishing, making-up, and merchanting) were 
all represented.1 The Report expresses the unanimous views of 
the committee, and probably signifies the highest measure of 
common agreement on post-war reconstruction which it is possible 
to secure at present within the trade. 

The most important sections of the Report are those dealing 
with Supplies of Raw Materials (Section I) and The Internal 
Structure of the Irish Linen Industry (Section V). 

Section I states that it is of the utmost importance that a 
substantial part of the flax required by the Linen Industry of 
the United Kingdom should be grown within Great Britain and 
Ireland.? This could only be achieved if the farmer is guaranteed 
a market for his crop at an attractive price. Since this price 
would almost certainly be substantially in excess of the price of 
imported flax, such a guarantee could only be given by an 
organisation which would be the sole purchaser, in the United 
Kingdom, of home-grown and imported flax fibre, and from 
which every flax-spinner would be obliged to purchase his flax 
requirements. The committee therefore proposes that such an 

1 The members of the committee were, of course, appointed in their individual 
capacities, and not as representatives of particular firms or Trade Associations. 

? About one-third of the annual estimated requirement of flax fibre (i.e., the 
produce of about 100,000 acres) is suggested. The acreage under flax in the 


United Kingdom in 1943 was about 150,000 acres. The pre-war acreage was 
between 20,000 and 30,000 acres. 
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organisation (Flax-Buying Corporation) be established. To en- 
sure that spinners shall find a ready market for their yarns it 
is proposed that the Corporation shall also be sole purchaser and 
distributor of imported yarns. Control and management of the 
Corporation would be in the hands of representatives of the 
various branches of the industry and of such Government 
nominees as might be considered desirable. 

It would appear to be the intention that the Corporation 
would dispose of flax fibre at prices corresponding to those of 
imported fibre, for the Report continues (p. 8): “It is 
obvious (sic) that any excess in the prices paid by the Corpora- 
tion to the local producers over and above the prices of imported 
fibre of similar grades should not be borne by the Linen Industry 
alone.” It is therefore proposed that the burden of this excess 
should be jointly borne by the industry and the Government in 
accordance with an agreed formula. The rather ingenuous justi- 
fication given for seeking such Government assistance is that the 
Government apparently intends to encourage a greater than 
pre-war volume of home-produced food crops by subsidy, import 
restriction, or other means, and that this will materially enhance 
the cost of home-produced flax fibre. Any difference of price 
level due to such Government action should (according to the 
committee) be wholly a Government liability. How such differ- 
ence is to be ascertained, and whether such difference is to be 
the limit of Government assistance, are not stated. The com- 
mittee cannot seriously intend the latter. In the years preceding 
the outbreak of war, when presumably the above argument for 
Government assistance would not have applied, the trade would 
not have seriously entertained a proposal that it should itself 

1 The annual deficit of the Corporation (less any Government subsidy) being 
met by a levy on all firms. The only justification for the Corporation monopoly 
of imported yarns would then be that, since spinners would want to recover 
their levy through the price of their yarns, home-produced yarns would sell 
dearer than imported yarns. To maintain a markét in both types of yarn, the 
Corporation would have to dispose of imported yarns at a price above its buying 
price. 

There are, of course, other possibilities: e.g., the deficit might be met by 
levy on spinners only, or the Corporation might dispose of home-produced flax 
to spinners at buying price (less Government subsidy), each spinner being com- 
pelled to take an appropriate quota, whether or not it happens to meet his 
particular requirements. 

Since the proposal for a Flax-Buying Corporation has not been fully elabor- 
ated, it is not possible to criticise it in detail. But the committee appear to have 
under-estimated the difficulty of working out such a scheme so as to provide for 
an equitable distribution of the burden of that part of the deficit which is to be 


met by the industry, and at the same time to limit the possibility of a shift of 
demand from home-produced to imported yarns. 
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subsidise home-produced flax in this way. Such a course would 
have invited both a serious loss of profits and export markets. 

There are other objections to such a proposal. Foreign coun- 
tries will no longer find such an extensive market for their flax. 
They may decide to meet such a situation by encouraging the 
manufacture of linen in their own country. 

It is interesting, therefore, to review the reasons given by the 
committee for advocating a substantial increase in the supply 
of home-produced flax. Firstly, they stress the need for con- 
serving our supplies of foreign exchange by limiting the import 
of raw materials which can be produced in this country. Secondly, 
it is argued that, on grounds of national security, this country 
should not be left at the mercy of foreign supplies. It may be 
objected that it is a little early to start underwriting the risks 
of the next war, that a storage policy might be more economical, 
and that flax is insufficiently important in war-time to justify 
an expensive long-term subsidy policy. Thirdly, it is stated 
that, if only a small quantity of flax is grown at home, there is 
no reason why its manufacture should be carried on here rather 
than in some other country. But this has been the position for 
many years past, and the industry has nevertheless survived, 
largely, I would suggest, as a result of the availability of cheap 
foreign-produced flax. One wonders how this argument would 
be applied to the Lancashire cotton industry. Fourthly, it is 
argued that without a basic supply of home-produced raw material 
the industry will be at a disadvantage with foreign suppliers, 
who could arbitrarily force up the price. Once again this does 
not appear to have happened in the past, and it seems unlikely 
that foreign suppliers in different countries will combine for this 
purpose after the war. 

The latter argument suggests that the Corporation will use 
its monopsonistic position to force down the price of imported 
flax. The more it succeeds in doing this the greater will be the 
Government subsidy 1 and the subsidy provided by the industry. 
It is unlikely that the industry will reap part of the benefit by 
price-maintenanee policies; the committee sets its face against 
price agreements, and competition between firms (British and 
foreign) is certain to force prices down to a level corresponding 
to the low price of imported flax. If, on the other hand, the 
price of imported flax is not kept below the price which would 


1 Unless the agreed formula for dividing the excess cost of home-produced 
flax between the industry and the Government takes account of variations in 
the price of imported flax. 
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obtain in a free market, the price of British linen goods will more 
nearly reflect the cost of high cost home-produced flax. This 
may seriously undermine the position of the industry in foreign 
markets, and even in the home market, unless it is adequately 
protected. 

There can be little doubt that this proposal for a Flax-Buying 
Corporation will be viewed with considerable disfavour in many 
quarters. The United Kingdom is not particularly well suited 
to the growing of flax, and it would seem to be imperative, if the 
industry is to regain its pre-war position, that the industry 
should continue to rely very largely on imported flax so long as 
flax can be produced more economically and cheaply abroad. 

Section V of the Report, dealing with the internal structure 
of the industry, reviews the findings of the 1928 committee, 
which had recommended a reduction in the number of firms by 
amalgamation with the ultimate objective of amalgamating the 
entire industry into one unit. In the opinion of the 1928 com- 
mittee this would effect a considerable lowering of costs by 
reducing the burden of excessive overhead charges arising from 
the multiplicity of firms engaged in manufacturing and mer- 
chanting, and also by facilitating standardisation and specialisa- 
tion of production. 


The (1944) committee express themselves on this subject with 


‘ce 


considerable caution : . an immediate and complete amal- 
gamation would be impracticable, even though such a merger 
might, in the abstract, have many points of merit... . Any 
orientation of the industry towards a plan of complete amal- 
gamation—if such were desirable—must in our opinion be pre- 
ceded by a further development of the process of vertical com- 
bination within a number of self-contained groups. . . . If and 
when the great majority of firms in the trade were combined within 
one or other of such groups, the expediency and practicability of 
larger amalgamations might then be considered ”’ (pp. 17-18). 

This is the most disappointing section of the whole Report. 
Many competent observers hold that a tightening up of the 
internal structure of the industry is urgently necessary in the 
interests of efficiency and low cost production, and had hoped 
for concrete recommendations from the committee under this 
head. Instead, although the committee appear to be half con- 
vinced of the desirability of some reduction in the number of 
small independent firms, they appear content to wait upon some 
obscure process of natural evolution. 

On price regulation the committee come much nearer to 
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making up their minds. ‘‘ We are by no means convinced that 
an attempt to enforce minimum prices would ultimately redound 
to the benefit of the industry.” The Report refers to the diffi- 
culties of sectional price-fixing where many firms operate in more 
than one section, to the impossibility of standardising yarns in 
such a way as to defy evasion of minimum prices, and to the 
impracticability of controlling the final price to the foreign con- 
sumer. On the other hand, it expresses sympathy with a pro- 
posal that a central selling organisation might be established for 
the home market, though doubt is expressed of its practicability. 

This rejection of price-maintenance schemes is to be com- 
mended, though the grounds on which the rejection is based are, 
in the present writer’s opinion, ill-founded. Study of elaborate 
price-maintenance schemes in other British industries before the 
war does not point to the conclusion that they are probably 
impracticable in the linen industry. The real case for the rejec- 
tion of price-control schemes rests mainly on the difficulty of 
fixing prices (in any scheme operated by the industrialists them- 
selves) at a level lower than that which is sufficient to cover the 
costs of the least efficient producers. The undesirability of such 
a procedure should not need to be stressed in an industry which 
lives so very largely off the export trade, which has met, and 
will continue to meet, intense competition from foreign linen 
manufacturers, and which will have to face in the future greater 
competition from the cotton and rayon industries, which are now 
producing excellent substitutes for many types of linen goods. 

The remaining sections of the Report may be briefly discussed. 
Section ITI deals with the effect of taxation policy on profits and 
the accumulation of reserves for working capital and modernisation 
of plant. It is suggested that the 20 per cent. post-war refund of 
E.P.T. should be free of income tax, and that low-interest loans 
should be advanced or guaranteed by the Government for 
modernisation of plant and machinery. 

Section IIT advocates the centralisation and co-ordination of 
existing research organisations concerned with flax and flax 
products. Section IV recommends an increase in trade publicity 
expenditure in the post-war years, and Section VI deals with the 
need for a more comprehensive statistical service which would 
provide data on which to base authoritative conclusions affecting 
various aspects of the linen industry. Section VII is concerned 
with the necessity for improved technical education facilities for 
those engaged in, or about to enter, the industry. Section VIII 
emphasises the importance of improving labour conditions. 
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Considered as a whole, this Report is a most disappointing 
document. It is significant that only on the side of raw material 
supply, which is outside the ambit of the industry’s operations, 
are positive conclusions reached and concrete proposals made. 
Elsewhere, except in certain minor matters, the results are 
inconclusive or merely negative. The committee, possibly as a 
result of a desire to present a unanimous report, have taken 
care to recommend nothing which would disturb any existing 
interest in the industry, but have quickly come to agreement on 
the necessity for increased Government financial support in 
various directions, whilst emphasising that the industrialists’ 
pre-war sovereignty shall be in no way impaired by increased 
Government control. There is very little stress on the all-impor- 
tant fact that the industry will need to increase its efficiency if 
it is to survive. There is no thorough and competent discussion 
of the possibilities of extensive structural changes, modernisation 
of capital equipment,” further adaptation of the industry to non- 
flax fibres, greater standardisation of yarns and piece goods in 
order to facilitate longer runs, elimination of redundant and 
uneconomic units, and promotion of full capacity working of a 
limited number of firms in times of slack trade. The Report 
seems to suggest that the general level of efficiency is high and 


that no improvement is to be expected from interference with 
its present set-up. Many will doubt whether this attitude is 
justified, and would in any case have liked the committee to 
have provided a more elaborate marshalling of the available 
evidence and a more impressive argument of the points at issue. 
A. BEACHAM 


Belfast. 





THE British ASSOCIATION CONFERENCE AND THE PLACE OF 
ScIENCE IN INDUSTRY 


A tTwo-pay Conference of the Division for the Social and 
International Relations of Science for the British Association was 
held at the Royal Institution in London on January 12th and 
13th to discuss the place of science in industry. The last meeting 
was held just over three years ago, the subject being Economic 
Planning, and was referred to in the December 1941 issue of the 
Economic JouRNAL. On this occasion there were four sessions, 
presided over by Mr. Ernest Bevin, Minister of Labour and 

1 The section on Research is, perhaps, an exception to this. The importance 


of research is stressed and the case for co-ordination and expansion well argued. 
* Except when putting forward a plea for tax concessions and State loans. 
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National Service, Lord Woolton, Minister of Reconstruction, 
Lord McGowan, Chairman of Imperial Chemical Industries, and 
Sir John Greenly, Chairman of Babcock and Wilcox and Chair- 
man of the Prime Minister’s Advisory Panel of Industrialists. 
Sir Richard Gregory, President of the British Association, 
stressed the fact that there must be a two-way traffic between 
scientists and industrialists if advance was to be made in the 
standard of living and if the social structure was to be 
strengthened. The time had gone when in this sphere there 
could be a distinction between Gentlemen and Players. To the 
economist interested in the structure of industry the Conference 
brought out the great changes caused by research in all directions, 
especially since the war, and also the emphasis to be laid on pure 
and applied research in industry by the Government, our Uni- 
versities, and above all by industry itself, in the post-war years. 
Unfortunately the Conference dealt too exclusively with natural 
science at the cost of economics and the other social sciences, a 
criticism which applied, although in a less degree, to the previous 
Conference. Too exclusive a concentration upon physical and 
chemical research, for example, tends to obscure the progress of 
research in economic science, both individual and team, in recent 
years, which is of no less importance to the well-being of the 
community. Research in social as in natural science proceeds on 
the same two great premises : that the intricate flow of events, how- 
ever arbitrary or capricious they seem to be, can be explained, and 
that the way to come to a knowledge of these hidden uniformities 
is by the patient and methodical investigations called research. 


I 


The subject at the first session was ‘‘ What Industry Owes to 
Science,’ and papers were read by Lord Brabazon on aviation, 
Sir Robert Watson-Watt on telecommunication, and Professor 
W. T. Astbury on synthetic fibres. At the afternoon session 
Professor P. M. S. Blackett spoke on fundamental research in 
physics; he emphasised, in the course of a wide review, the 
importance of an adequate supply of consumption goods : scien- 
tific methods must be applied to improve production and distri- 
bution rather than to the production of novelties. Professor 
E. C. Dodds dealt with pure research in chemistry and the practical 
results arising from the discovery of penicillin, the greatest 
therapeutic drug yet discovered, insulin, and synthetic cestrogens. 

The writer of this Note showed how great had been the advance 
of economic science in the last decade and how great was the 
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debt of industry and of the community generally to these 
advances. As an example he took the work done in regard to 
employment by Keynes, Robertson and others in this country, by 
Tougan-Baranousky, Wicksell and Spiethoff on the Continent, 
and by Hansen and others of the “ mature economy ” school in 
the United States. The greatest contributions to economics 
always would, in his view, be products of individual research and 
scholarship ; but he acknowledged and paid tribute to the value 
of team research, such as that undertaken in this country by the 
National Institute of Economic and Social Research and the 
Oxford Institute of Statistics. 

In 1929 the Chancellor of the Exchequer told the House of 
Commons that ‘the orthodox Treasury dogma steadfastly held ”’ 
was that State Expenditure could not solve the employment 
problem. Yet in the White Paper on Employment Policy issued 
in 1944, ‘‘ The Government accept as one of their primary aims 
and responsibilities the maintenance of a high and stable level of 
employment after the war.” The President of the United States 
in his Messages to Congress on the State of the Union and on his 
Annual Budget, stated that the United States must maintain full 
employment. The careful research into the causes of unemploy- 
ment since the great depression of 1929-1933, especially in regard 
to savings and investment, effective demand and adequate out- 
lay, had yielded a rich harvest. Again, to show the debt owing 
to economic science in recent years, it was only necessary to 
mention the importance of the concept of national income and the 
statistical estimates of its magnitude, the enriching of theory and 
practice in the field of public finance, especially as regards 

_capital expenditure, internal debt burdens and budgetary equi- 
librium, and the advance in the science of statistics, especially in 
realistic statistical investigation and verification. In the field of 
statistics, as a French writer, Poincaré, well said, “Science is 
built up of facts as a house is built of stones; but an accumulation 
of facts is no more a science than a heap of stones is a house.” 
The study of nature includes the study of human nature, and 
economic and social research is quite as capable of paying hand- 
some dividends to the community as research into organic pro- 
cesses. With these views Lord McGowan entirely agreed, and 
emphasised the progress of economic science in the last five years. 


II 


Both Cabinet Ministers struck the same note as did Sir John 
Anderson, Chancellor of the Exchequer, when he announced in 
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the House of Commons on February 13 the increase of the 
Treasury grant to Universities, of which £2,000,000 additional 
money is to be devoted to general university purposes, including, 
of course, research. “It is true to say,” said Mr. Bevin, “ that 
science has not merely a place in industry but that it is in fact 
dominating industry. . . . Industry must become more receptive 
to scientific progress and be induced to accelerate development, 
particularly in peace time, to the speed we have achieved in 
war.” 

In dealing with the restrictions on the application of the 
benefits of science in the home, he referred to manufacturing and 
distributive costs, which in his view have not been low enough 
to bring modern appliances within the means of the ordinary 
people. The lighting of our homes and factories left much to 
be desired. ‘‘ The monopoly price of lamps, enabling enormous 
profits to be made out of this industry, has, I am quite certain, 
retarded even what should have been a normal development of 
Faraday’s work. When these changes are due to take place they 
are throttled by a whole series of monopolistic tendencies, cumber- 
some protective patent laws, which are even more restrictive than 
tariffs. In consequence many things which would be of great 
advantage to humanity are stillborn.” He criticised what he 
termed “ the imposition on industry of what is called the director- 
ate mind. It is cumbersome, out of date, and tends to be far 
more bureaucratic than any Civil Service could be.”” He wanted 
the development of new industries speeded up and the benefits of 
advances in science made available in peace-time as they have 
been in war. 

Lord Woolton held that “the scientist must figure as 
prominently in the peace-time factories as he bas done in the war 
industry of this country. We must mobilise and utilise scientific 
research in ever-increasing measure if British industry is to recover 
and retain a pre-eminent position in world markets,’ and, in 
words that ought to be read, marked, and inwardly digested, he 
declared, “‘ Research costs money. ‘The State and industry 
must see that this money is forthcoming. It must not be possible 
in the future to say that only one-tenth of one per cent. of our 
national income is spent on science. Scientific research must not 
be left to live, as it has been in the past, from hand to mouth. 
Research must be well and securely endowed, and the results of 
research must not be left like foundlings to the tender mercies of 
the casual commercial passer-by.” 

Lord. Woolton told the Association that this country was 
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saved from starvation during the war by the application of 
scientific knowledge to food policy. In 1940, within a few weeks 
of taking office, he was faced with a drop in food imports of 50%. 
By the application of scientific knowledge to the problem of 
securing the right foods, not to satisfy appetite, but to give 
nutrition, vulnerable classes—mothers, expectant women, infants 
and children—were given full protection, and the rest of the 
population was provided with a physiologically adequate diet. 
“No one who has been in Government during these last five years 
can be blind to the fact that the national policy during this 
current century brought us very near to defeat. We were living 
at a time when the men of science were making great dis- 
coveries over the wide fields of knowledge. We gave them little 
support in their academic pursuits and small encouragement in 
the wider application of their knowledge. The Universities were 
almost divorced from the practical men of affairs, and deliberate 
planning to meet either the needs or the dangers of the future 
met with no encouragement.” Lord Woolton referred to what the 
British Association had done in the past to educate public opinion, 
and instanced the part played in nutritional policy at the meetings 
at Leicester in 1933, at Norwich in 1934 and at Aberdeen in 1935. 
The omens are good and, so far as science and industry go, times 
change and we change with the times. 


lil 


Owing to exigencies of space, it is impossible to survey all the 
papers of the Conference, which dealt with such subjects as 
metallurgy, light alloys, plastics, synthetic vitamins, housing, 
food and health. Lord McGowan (whose company is the largest 
purely industrial group in this country, now employing over 
120,000) spoke on fundamental research which he defined as 
research done with the sole object of making a contribution to 
the sum of human knowledge. It is, therefore, different from 
applied research, such as that undertaken with a definite industrial 
motive. The great bulk of pure research will be done in Uni- 
versity laboratories, because it is only if there is a large and very 
active spirit of research alive in the Universities that industry 
can hope to get not only the ideas which can be developed into 
new industries, but also, which Lord McGowan regards as even 
more important, the trained scientists to carry out this 
development. 

Sir Lawrence Bragg referred to “‘ bottle-necks ” impeding the 
application of science to industry. He instanced the reluctance 
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of able young scientists to go into industry, which industrialists 
themselves will have to overcome. The locus classicus of “ bottle- 
necks ” is perhaps the Nuffield College Report on Problems of 
Scientific and Industrial Research, signed by ninety-five prominent 
leaders of science and industry, and published in June of last year. 
The Report, it will be remembered, recommended a rapid increase 
in the numbers of workers engaged in research, a considerable 
development of scientific education, and a greater direct responsi- 
bility for research on the part of Government. It also called on 
Government to be constantly on the watch for new scientific ideas 
of economic value and to arm itself with all powers to review 
industrial costs and margins and, where desirable, to promote 
standardisation of products so that the consumer should get the 
full benefit of the application of science to industrial processes. 
Sir Joseph Barcroft spoke of the difficulties resulting from an 
absence of definite policy. How could, he asked, agricultural 
policy be satisfactorily directed if Government future policy had 
not been defined for milk, eggs, beef and other foods ? 


IV 


British industry during the war has shown an initiative, an 
inventiveness, and an elasticity which are full of promise for the 


future. If we continue to devote the same national ingenuity 
to research after the war as we have done since 1939, we may 
regain the position which we held generations ago. This country 
possesses scientists of the first rank in the natural and social 
sciences. The war has conclusively shown that in two directions 
especially our pre-war attitude to scientists and to science was 
wrong. Scientific effort was wasted and obstacles to research 
were everywhere. Secondly, the lessons of science were not 
applied in the way they should have been to everyday life and 
work. One of Britain’s most pressing needs is to find in peace, 
as in war, the means of giving the fullest scope to research, not 
limited to the physical and biological sciences, but including 
economics and the other social sciences. The application of 
scientific knowledge to production and distribution in total war 
has been so successful as to throw clearly into relief the need for 
a similar application in the economic relations which bind men 
and women in communities. The civilisation of this country, 
indeed of Europe, in the next fifty years is likely to undergo 
changes which can only be dimly seen today. It is desirable that 
these changes should be studied in advance, and this calls for 
investigation so that we do not go through the experience of the 
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period 1919-1939. These were the main lessons of the Con- 
ference to the economist. Sir Harold Hartley called the Con- 
ference a symposium of scientists and industrialists on different 
lines from any hitherto held. Unfortunately the scientists were 


almost exclusively natural scientists. 
G. Fryptay SHTRRAS 
University College, 
Exeter. 





OBITUARY 


C. F. BastaBLe 


CHARLES FRANCIS BASTABLE died at his residence in Rathgar, 
Dublin, on January 3, 1945, at the age of eighty-nine. He had 
lived in strict retirement for the past thirteen years, and was 
one of the few survivors of the original Fellows of the Royal 
Economic Society and of the members of its first Council. 

Bastable was born in 1855 at Charleville, a small town in the 
north of Co. Cork, where his father was a clergyman in the Irish 
branch of the then Established Anglican Church. He went to 
school to Fermoy College, not far away in the same county, and 
entered Trinity College, Dublin, in October 1873 as a pupil of 
Dr. J. W. Stubbs, a scholar of distinction in Mathematics and 
History. Later he was transferred to the care of J. P. Mahaffy, 
the well-known classical scholar (afterwards Provost of the 
College), who induced him to study sufficient Latin and Greek to 
win a Sizarship in 1875. His health at this time was not robust, 
and his undergraduate course was a lengthy one in consequence ; 
but he read widely, and graduated in 1878, being awarded a 
Senior Moderatorship (i.e., First Class Honours) in History and 
Political Science. The course for this Honours School included 
Political Economy. This was Bastable’s introduction to the study 
which was, subsequently, to become his principal life interest. 

In the meantime, however, like many other young Irish 
graduates of that day, he thought of Law and practice at the Bar 
as a possible career. With this in mind he turned to legal studies 
after taking his degree; and his name appears as prizeman in 
Feudal and English Law and in International Law in the lists of 
1879. For two years or so he continued to look forward to work 
in the Law Courts, and was called to the Bar in 1881. It was not 
until 1882 that the opportunity arose for him to resume his work 
in Political Economy which interested him so greatly when study- 
ing for his degree in 1878. 
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This happened in a curious manner which he liked to relate to 
his intimate friends. In 1832 Whately, who had, shortly before, 
come to Dublin from Oxford as Archbishop, founded a chair of 
Political Economy in Trinity College and provided a stipend of 
£100 per year out of his own funds until his death in 1865. The 
college then took over the duty of endowing the chair, and it 
continued for the most part the conditions prescribed by Whately 
for its tenure. The most important of these was that no person 
was to hold office for more than five consecutive years. By 1882 
there had been ten occupants, among whom had been Mountford 
Longfield and John Elliot Cairnes, as well as others who had become 
eminent at the Irish Bar and as judgesofthe HighCourt. Bastable 
decided to offer himself as candidate at the vacancy in 1882, 
hoping, as he used to say playfully in his later years, that if he did 
not become a Cairnes, he might at least become a judge like others 
of his predecessors, provided of course he were successful in 
obtaining the appointment. His most dangerous rival was 
another young lawyer who, no doubt, reasoned similarly. The 
issue was decided in Bastable’s favour by a competitive examina- 
tion, the chairman of the board of examiners being John Kells 
Ingram, who was then a Fellow of the college. Bastable ascribed 
his success to his speed in writing; for quantity, he said, as well 
as quality counted heavily with the examiners. If his hand- 
writing was as illegible then as it was in later life, they must have 
used scales and weights or a yardstick in reaching their decision. 
The disappointed candidate obtained in due course (also by 
competitive examination) a newly established chair in Law, and 
ended a career of distinction as Lord Chief Justice of Ireland just 
before the break with Great Britain. So, as Bastable remarked, 
failure brought its compensation in one case at least. In 1887 
the five-year rule concerning the tenure of the chair was dropped, 
and Bastable continued to hold it until 1932. Thus, at his 
retirement, the chair was 100 years old and he had occupied it 
for fifty years. 

The stipend attached to the chair was too small and the 
obligations too few for it to be regarded as occupying all the time 
of a professor. From the very first, therefore, Bastable had to 
supplement his income by other work. He became Professor of 
Jurisprudence and Political Economy in Queen’s (now University) 
College, Galway, in 1883, and devoted one day per week in term 
time until 1903 to the duties of this additional chair, travelling 
down to Galway by the morning train and back again by the 
evening mail train. He also added to his work in Trinity College 
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by becoming Professor of Jurisprudence and International Law 
in 1902 and Regius Professor of Laws in 1908. These chairs he 
held until his retirement in 1932. For several years his lectures 
in the School of Law were recommended for the Bar examinations, 
and they were attended by large numbers. It would not be untrue 
to say that many more students heard him oh Law than ever 
attended his courses on Political Economy. He proceeded to the 
degree of LL.D. in 1890, was President of Section F of the British 
Association in 1894 and was elected a Fellow of the British 
Academy in 1921. 

Though much of Bastable’s time was devoted to his work in the 
School of Law in his University, his real interests lay in Political 
Economy. In this he regarded himself as a successor of Mill and 
the Classical School, and he paid tribute to his masters in his first 
work, T'he Theory of International Trade (1887), by a closely 
reasoned exposition of one of their chief contributions to economic 
science. He did not, however, regard this as a very successful . 
book, for he found that students preferred to hear him expound 
its contents orally rather than read it for themselves. Generally, 
he was easier to read than to listen to; for he spoke quickly and, 
in consequence of his great erudition, was inclined to overload 
his lectures with detail. The conditions attaching to the chair 
did not require him at first to give systematic courses such as are 
now expected from teachers in British Universities; but he later 
instituted additional courses designed for candidates for the Higher 
Civil Service examination which were models of careful and 
continuous exposition and very stimulating to those of his listeners 
who did not have to take examinations. His next work, The 
Commerce of Nations (1891), combined an account of the facts of 
foreign trade with a statement of the part played by money in 
the theory of international trade. It was anti-protectionist in 
tone, indeed very destructive of the case for protection, although 
reasonably fair to its advocates. It is, however, by his work on 
Public Finance (1st edition 1892) that he is best remembered 
now. Since McCulloch’s T'reatise on the Principles and Practical 
Influence of Taxation and the Funding System, published in 1845, 
nothing comprehensive of this kind had appeared in England. 
Indeed, since Adam Smith there had been no systematic treatise 
placing the whole subject in its proper relations to English views 
and English practice. It was revised three times, and frequently 
reprinted ; but Bastable resisted all efforts to induce him to revise 
it after 1903. He was a severe self-critic, and he imagined it 


needed more drastic overhaul than was permitted by the time his 
No. 217.—VOL. Lv. K 
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many engagements then left him. He contributed much to the 
early numbers of this JouRNAL, and, when he was a member of the 
Fiscal Committee set up in the Irish Free State after the break 
with Great Britain, he sometimes (unofficially) amused the less 
serious of his colleagues by repeating, with variations adapted to 
the time and place, the substance of those articles on topics 
relating to Public Finance. 

He rendered notable service to economic studies and was a 
loyal and devoted servant of his college. He was a shy man who, 
did not court publicity. There was in him always something 
that he did not share even with very intimate friends, a something 
that made him decline in 1918 the offer of the Board of Trinity 
College to propose him for a Fellowship when a change in statutes 
rendered him eligible for election to that high honour. But he 
was a very lovable person, and had the admiration of a host of 


ardent friends and worthy pupils. 
J. G. SMITH 


University of Birmingham. 


Erwin ROTHBARTH 


THE death in action of Erwin Rothbarth at the age of 31 has 
been keenly felt by his many friends. Rothbarth was born in 





1913 in Frankfurt, of a German-Jewish family. He came to 
England in 1933, and went as an undergraduate to the London 
School of Economics, where he soon attracted attention by his 
exceptional abilities: his tutor reported at the end of his first 
year that Rothbarth was “the nearest approach to genius I have 
struck among students.”” In 1936 he graduated with first-class 
honours in economics and obtained the highest marks. He was 
awarded the Gladstone Memorial prize, the Gerstenberg Student- 
ship and the Leverhulme Research Scholarship, and in 1938 he 
came to Cambridge as Assistant in Statistical Research. In 1940 
he was interned for some months : when he returned to Cambridge 
he took over the teaching of economic statistics. He was married 
in the same year. From this time, despite his continued interest 
in his work and his delight at the birth of his son, he became 
increasingly distressed that he was not doing any war-work. 
Despite his qualifications and his continued efforts, it was not 
possible for him to take part in the war effort until 1944, when 
he was allowed to join the combatant forces of the army. He 
immediately volunteered, and went to France soon after D-day 
as a private in the Suffolk regiment. He was killed in action 
near Venlo in Holland in December 1944. 
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Rothbarth had an unusually penetrating analytical mind, and 
would always trace back to the centre the implications of any 
subject he touched upon. In the research seminar in London, 
and later in the circle of research at Cambridge, Rothbarth took 
a leading part in discussions, and influenced the development of 
ideas of a whole group of younger economists in the period of 
intellectual excitement that followed the publication of Keynes’ 
General Theory of Employment, Interest and Money. He gave 
, his help unsparingly to anyone who asked for it, and already while 
* at London became a kind of unofficial tutor to both undergraduates 
and research students. As a result his reputation as an economist 
was very much greater in the immediate circle of London and 
Cambridge economists than in the world outside, where he was 
comparatively unknown. 

He never came to the point of publishing any part of the major 
work in which he was engaged for the last eight years. This was 
a thesis, originally intended to discuss capital investment in the 
nineteenth and twentieth centuries. But in the course of his 
development the scheme became more and more grandiose; 
the process of his mind suggested a seething ferment rather than 
a crystallisation. He eventually aimed at presenting a theory 
of development of capitalist society, in which long- and medium- 
term fluctuations, as well as the dynamic process of growth itself, — 
were to be shown as the joint outcome of the same single set of 
causes. The exceptional merit of his work lay in the breadth of 
his vision: his range of interest was immense, and led him to 
specialise in a number of subjects. He became an eminent 
scholar of the history of economic development, as well as an 
economic theorist; he felt keenly about politics, and regarded 
economic activity as one aspect of the struggle for power. But 
his most striking achievement was perhaps that he made himself 
a master of the new mathematical technique of writers of 
econometrics, such as Slutsky, Frisch, Koopmans and Tinbergen, 
and adapted their methods for his own work. 

Besides his major research work, Rothbarth assisted many 
economists in Cambridge with their research. He collaborated 
with Professor Pigou in a study of the relations between prices, 
wages and interest rates; with Lord Keynes in examining the 
statistical background to a scheme of compulsory savings; and 
did a great deal of work for Charles Madge’s survey of savings 
habits, and for a number of other projects. During his period of 
internment he took a leading part in the University run by the 
internees. 
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The list of his publications includes two mathematical articles 
on Index Numbers (Review of Economic Studies) and brilliant 
book-reviews on the works of Professor Schumpeter, Professor 
Bowley and Mr. Colin Clark (Economic JouRNAL). 

It is for the powerful intellectual stimulus imparted to his 
friends and his extraordinary patience in helping anyone who 
asked for help or advice in their work, that Rothbarth will be 
chiefly remembered. The source of this patience lay in his 
unshakeable faith in the value of human reason and in his feelings 
of loyalty towards what he once described as the international 


fraternity of intellectuals. 
D. G. CHAMPERNOWNE 


N. KaLpor 
London. 





FRANZ OPPENHEIMER 


ABOUT a year ago Franz Oppenheimer died in Los Angeles in his 
eightieth year. He had endured many peregrinations after 
expulsion from Nazi Germany as a scientist and writer of liberal 
views, and had reached America by way of Palestine and Japan. 
Were it not for the war and that in his declining days Oppenheimer 
was an emigré, his memory and teachings would have been 
accorded a much wider and more emphatic appreciation than 


they have received. 

Franz Oppenheimer’s activity was not restricted to the 
development of thought; he made many experiments in bringing 
actually to life ideas which had developed in his mind in the course 
of his research. In his autobiography he tells of the impression 
made on him by Hertzka’s novel Freiland during his first contact 
with the world of liberal and socialist thought. Hertzka pictured 
a society where “‘ rational equality ”’ is the rule, while civil and 
individual rights are maintained. ‘ The fundamental structure 
of his society attracted me and even now I consider it a spirited 
effort of high value. ... I was thinking intensely about these 
problems when one memorable night an idea passed as lightning 
through my mind; the postulates of Hertzka are mistaken. . . 
The idea had a lightning effect, and as in a dark night in the 
mountains one may catch a glimpse of crags, peaks and glaciers, 
so did I see before me at the moment outlined all my life’s work. 
This was a moment which in ancient mysticism was known as 
‘Grace’. . . . During this lightning perception I caught the 
thread which was to lead me through the maze of facts. I found 
the law of wages and surplus value. . . .” This process of thinking 
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led Franz Oppenheimer from abstract scientific thought to 
concrete general propositions which he thought universally 
realisable. His last book, concluded in his seventy-fourth year, 
he entitled Das Kapital—eine Kritik der Politischen Oekonomie, 
stressing thereby that he, equally with Marx, was the most 
thorough analyst of the capitalist economy. 

Looking back, he reviewed his campaign against other schools 
of economic thought. Recognising the close relationship of his 
own ideas to those of Frangois Quesnay, he maintained that as a 
physician he had taken up economics with the same scientific 
equipment. To pave the way to his newly discovered truth he 
found it necessary to attack other schools of economic thought— 
the “ pulpit-socialist,”’ the Marxian and the theory of marginal 
value. This attack on well-fortified fronts Oppenheimer led with 
a youthful ardour, a stubborn steadiness and profound faith in the 
rightness of his postulates and conclusions, a faith which led to ex- 
clusiveness and negation bordering on contempt for his opponents 
and their teachings. His intolerance varied with the several 
schools. The Marxian mode of thinking was nearest to his 
~ heart, and he had rallied to the defence of certain Marxian pos- 
tulates. “I am using everywhere the Marxian method,” he 
wrote “ and in fundamental matters I stand on the same ground 
as Marx.” But to his regret Marxists would never regard him as 
one of the fold, though this did not deter him from regarding 
himself as a Marxist. In his view “ Marxists ’”’ were “‘ devotees ”’ 
while he was a “ disciple of the Teacher.” 

What are the common features in Marxian theory and Oppen- 
heimer’s teachings? In the first place there is the tendency 
towards the natural sciences. Darwinism had an influence on 
biology very like that of Marxian theory on the social sciences. 
The similarity was not only superficial and formal. It found its 
clearest expression in the similarity of the methodological sources 
of Darwinism and Marxism : both are crystallisations of one all- 
embracing methodology in various branches of concrete reality, 
the methodology of dialectical materialism. ‘“‘I began my 
activity,’ wrote Oppenheimer, “ with clear notions of the natural 
sciences and particularly of the functioning of the highest organ- 
ism [man] in health and illness; even a superficial perusal of my 
writings would show that here [in the natural sciences] I found 
the main ideas of my life’s work, as happened before with other 
physicians who ‘ made history ’ in the social sciences—Bernard de 
Mandeville, Frangois Quesnay, Charles Hall, Thompson, Victor 
Aimé Hiiber and others.’ He did not hesitate to praise the works 





134 THE ECONOMIC JOURNAL [APRIL 


of two Marxians, Rudolf Hilferding and Rosa Luxemburg: Das 
Finanzkapital and Die Akkumulation des Kapitals. ‘‘ The first 
of these,’ wrote Oppenheimer, “ is one of the best books written 
on the theory of money and banks; and Rosa Luxemburg 
describes with consummate skill the inherent contradictions in 
capitalism. . . . Our system of wages is such that all workers 
together cannot acquire for their wages the fruits of their labour, 
while the fierce competition between capitalists compels them to 
accumulate; that is, to consume only part of their income and 
invest the rest in new means of production, which in its turn 
doubles the amount of social production of commodities . . .; 
this increasing quantity remains mostly in the possession of the 
capitalists. But they cannot consume everything, as there is a 
limit to their power of consumption.” 

On the strength of this assumption, Oppenheimer attacked 
vigorously the classical theory of demand and supply. He 
defined this theory as “static.” In his opinion “the static 
evaluation is a method of revealing the law which controls the 
motion of the system. It does not establish but explains pheno- 
mena. It is usually based on the a priori assumption that, where 
factors are opposed, they tend to reach a ‘ balanced ’ state, such 
that, apart from outside disturbing influences (i.e., apart from 
changes in the.data under evaluation), there is cessation of the 
contrary action of the factors until the whole system attains 
a state of perfect calm... the static state is thus only a 
methodological fiction.” Oppenheimer regarded an exchange 
economy only as a system of counteracting factors. ‘If the 
assumption of the classical economists in the question under 
review is nothing more than a fiction, then thé problem has not 
been solved but only stated as a static problem.” 

Although Oppenheimer accepted certain Marxian assumptions, 
he nevertheless condemned Marxian theory for the conclusions 
which it drew from the assumptions. He accepted the Marxian 
thesis of monopoly: “ That a monopolistic relation actually 
exists [Marx] saw and defined with unequivocal clarity. What 
he defined as monopolistic relation is by all symptoms a mono- 
polistic class relation.”” And, while accepting the Marxian assump- 
tions in evaluating the labour of a worker in capitalist conditions 
of production, he opposed the over-simplification of this assumption 
both by followers and opponents of the Marxian teaching. 

Nevertheless Oppenheimer’s theory is very far from the 
all-embracing Marxian theory, which in Oppenheimer’s opinion 
has many faults and errors. Marxism clings to a view “ long 
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exposed as false by events that the peasant is being exploited 
by great agrarian capitalists, as the artisan was exploited by 
the industrial capitalists. . . . Marxism is ‘ industrio-centric’ ; 
agriculture, even when brought into its field of view, is treated 
only as a branch of total industry, and not, as proved in actual 
reality, a tree-trunk, of which industry and commerce are only 
branches.” Though he recognised “the great achievement of 
Marx in defining capital as a human relationship conditioned by 
property,’ he introduced a correction into this definition, to 
clarify the term “ capital’? which was made vague by Marx’s 
disciples (mainly Rosa Luxemburg and Hilferding). He defined 
it as follows: ‘‘ Capital is made up of commodities of property 
which determine social relations but not the relations themselves.” 

Oppenheimer sought to prove that “his criticism of the 
Marxian doctrine was made by means of the Marxian method in 
its absolute sense—by deduction from a defined economic prin- 
ciple.” He held that the Marxian way of thinking was exclusively 
economic (though he remarked that Marx had a correct sociological 
view as well) and that it failed to take account of the fact that 
society was at the same time a “ legal society,” in the sense that 
“ every commodity and tool of production was not only a product 
but also somebody’s property.”” Thus Oppenheimer came to 
the conclusion—implying that he had made an important correc- 
tion in the Marxian postulate—that the value of things was also 
influenced “‘ by legal relations between people.”” This means that 
he regarded it, not as Marx and his school of followers, as a 
“superstructure,” but as an organic part of the “ structure ”’ itself. 

One of the French classical economists, Charles Dunoyer, 
defined the methods of Political Economy thus: “ I do not make 
assumptions, I do not compel anybody, I only lecture.’ The 
opposite could be said about Franz Oppenheimer. In the form, 
as well as in the quality and content of most of his writings, 
Oppenheimer was striving for reform. In his.autobiography he 
mentions a booklet written by him at the beginning of his literary 
and economic career—Freiland in Deutschland. ‘‘ This booklet 
contained,’ he wrote, “many of my chief ideas in theory and, 
more particularly, in practice. I proposed to attack capitalism 
by founding agricultural co-operative settlements, which should 
be on a large scale to enable them, by large investments in agri- 
culture and by attracting townspeople, to divert from neigh- 
bouring large landlords and estate owners many of their labourers, 
thus compelling them to pay higher wages and lose increasingly 
the surplus value, until it would be completely abolished and the 
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ideal of full labour revenue would be reached. The way led on 
from a workers’ agricultural co-operative production settlement, 
first to agricultural settlements’ co-operatives, and finally to an 
international union of such co-operatives.” 

This devotion to the co-operative idea inevitably involved 
Oppenheimer in attempts to realise it in co-operative action. He 
took part in founding a consumers’ co-operative, which sub- 
sequently closed down through failure to comply with the 
Rochdaie principles by paying excessive dividends to members. 
He participated in the founding of a building co-operative, which 
also failed. He had more success in founding a building and 
producer-consumer co-operative Produktion in Hamburg, in which 
he and a group of his friends, members of the “ social reformers 
co-operation ” society, were partners. He had also a measure 
of success in founding the fruit growers’ co-operative Eden near 
Berlin-Oranienburg. 

In his autobiography he writes of his activity in Palestine 
on behalf of the Zionist Organisation in 1911 at Merhavia, near 
Haifa—a large modern agricultural estate where workers were 
to participate in profits. “I was not sure of my success here, 
since this was a country where natural conditions are little known, 
where not only a new form of agricultural settlements has to be 
attempted, but this has to be done and working order established 
with workers who, though full of good intentions, have neverthe- 
less little of the required working skill and experience.” 

One finds more than once in his books a confession that his 
ideal was a synthesis of socialism and liberalism. I think it would 
be truer to say that his striving was for a synthesis of utopian 
socialism and scientific socialism. Paul Louis defined these two 
thus: “‘ Utopian socialism was based on intellectual and moral 
concepts, on the striving for social justice and on the sentiment of 
sympathy and compassion to the oppressed masses of the popu- 
lation. Scientific socialism, however, was based on a thorough 
investigation of the economic and social order, on a constant 
inquiry into the antagonisms of human categories, on the mechan- 
ism and forms of production. It investigated the equipment and 
details of the capitalistic order which safeguarded the riches of 
an oligarchy diminishing in numbers and the poverty of a growing 
and overwhelming majority. It strove to find the direction, the 
causes and purposes and the disintegrating structure wherein this 
order was developed, containing as it did within its framework 
the conflicting categories. Scientific exactitude was taking the 
place of sentimental intuition.” 
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Whether Oppenheimer succeeded in effecting this synthesis is 
a matter for dispute. He had few followers in either camp of 
economists, bourgeois or socialist. He failed to complete the task 
himself. He receded far from the bourgeois economic theory. 
But, notwithstanding his willingness, he failed to associate 
himself with the socialist economic school. He thus remained in 
the middle of the road as a thinker of economic theory of a truly 
social character. 

I. GUELFAT 
Tel-Aviv, 
Palestine. 





CuRRENT Topics 


At a Meeting of the Council of the Royal Economic Society, 
as recorded on an earlier page, the resignation of Lord Keynes 
from the office of Editor of the Economic JouRNAL was accepted 
with great regret. It was decided to appoint Mr. R. F. Harrod 
Joint Editor with Mr. Austin Robinson. Lord Keynes has also 
resigned from the office of Secretary and Mr. Robinson has been 
appointed to succeed him. 





Tue following have compounded for life membership of the 
Royal Economic Society :— 


Adler, Dr. H. A. Crowther, N. C. 
Aitken, J. Davies, F. 

Ali, S. A. Dobb, C. 

Allen, Prof. G. C. Dobson, W. P. 
Azikiwe, N. Elder, Miss S. E. 
Bakirzis, P. E. Farrand, J. 
Basu, S. Fearn, A. C. 
Biddle, F. H. Fliess, W. 

Bird, A. C. Forrest, B. A. 
Bittermann,H.J. Garland, J. M. 


Jones, T. J. 
Judge, G. J. 
Kernst, J. W. 
Kirkaldy, H. 8S. 
Lavin, R. W. 
Lester, R. A. 
Lewis, Capt. G. I. 
Linton, W. E. 
Makower, Miss H. 
Malone, W. 


Black, R. D. C. 
Boag, H. W. 
Brook, G. H. 
Carson, R. 
Carter, C. F. 
Chapman, A. 
Cooper, F. R. 
Corlett, W. J. 
Cortney, P. 


Grouchy, P. J. de 


Gurtoov, D. H. N. 


Harris, A. L. 


Hindmarsh, F. W. 


Hopper, L. N. 
Horsefield, J. K. 
Hoy, R. J. 


Jefferies, F./O. P. 
Jones, Lewis 


Marcus, E. 
Matthews, E. F. J. 
Meisels, M. A. 
Mendieta, F. A. 
Menton, B. P. 
Moore, W. H. 
Mukerjea, A. 
Narang, A. 8. 
Norcross, H. H. 
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Noyes, Capt. L.J.H. Rotheray, D. Tomkins, G. 

Oakley, H. W. Sadgrove, W. A. Treuherz, W. 
Ongun, M. S. Saumnitz, E. A. Turner, A. 

Padley, W. E. Simpson, G. L. Waller, J. 

Palmer, C. W. Smith, S. Watt, Major J. H. S. 
Petrie, J. R. Spencer, Miss D. L. Webster, G. L. 

Pipe, H. L. Stewart, J. C. White, Lt.-Col. J.B. 
Plumtree, C. H. Sycamore, T. A. H. Wilkinson, 8. 
Rattan, Prof. P. Tate, A. C. Williams, Capt. A. C. 
Rees, T. G. Timson, E. A. Zollschan, H. G. 
Ross, N. S. 


The following have been admitted to membership of the 
Society :— 


Achour, A. Y. Browne, J. H. Discombe, E. H. 
Aksal, Bay I. Bruce, Sir Arthur, Dobson, A. J. 
Allen, J. C. K.B.E. Drake, F. G. F. 
Ansari, S. M. E. Burgess, Lt. L. H. Dunne, A. R. 
Arnold-Patron, P. Caine, C. L. Dunolly, E. 8. 
Astle, A. S. Cakebread, C. P. Dutton, W. E. 
Atkisson, J. Cane, A. H. Eberstadt, G. 
Bailey, W. J. Carter, W. H. Edmunds, K. D. 
\ ain, Prof. J. S. Chambers, R. J. Emerson, R. 
Baker, E. Chatterjee, N. Emsley, K. 
Balogh, T. Chatterjee, P. C. Endacott, A. G. 
Banerji, H. Chisem, A. Evans, D. L. M. 
Banerji, 8S. P. Clarke, H. Farley, V. 
Barrett, D. W. Clarke, H. J. Flood, F. H. 
Bell, W. H. Claydon, P. Fromer, S. 
Benn, S. E. Clementson, J. R. Galewicz, P. 
Bennett, H. W. Coates, F. L. Galliner, P. 
Bevan, M. P. Conway, J. C. Gates, W. E. J. 
Bhoy, G. A. K. Cook, J. R. H. Gearson, H. 
Biswas, N. R. Crapper, C. Ghate, Dr. B. G. 
Blakes, A. G. Croanagh, C. Ghosh, N. 
Blatch, G. Dainton, H. P. Gilbert, J. 
Blunsom, E. O. Daly, R. F. Gilbert, Miss, N. R. 
Bolgar, L. A. Datta, Prof. P. Glendinning, R. 
Booth, H. G. Davey, I. W. Godfrey, E. M. 
Bourne, L. B. Davies, T. H. Goodier, H. 
Bowen, S. L. Davison, R. Green, B. 
Bridgeland, F. P. Day, J. H. Green, F. R. 
Bromley, J. S. Dean, E. H. Green, G. H. 
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Griffiths, N. 
Grimston, J. 

Guha, P. 

Gunther, J. H. 
Guthrie, A. D. 

Hall, J. 

Harrison, D. S. 
Harrold, T. W. 
Harrower, J. 
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Hatley, G. A. 
Hawley, 8. W. 
Haworth, Capt. R. F. 
Hemmings, V. G. 
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Jackson, Commander 
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James, A. F. P. 
Jenkins, G. S. 
Jennings, A. 

Johns, F. A. 
Johnston, Capt. F. 
Jones, Miss, J. M. C. 
Jones, W. S. 
Kather, A. 

Keenan, K. N. 
Kellett, W. G. G. 
Kerr, Miss, C. 
_King-Paul, O. 
Kirkham, T. H. 
Laan, J. F. Van der 
Larson, Prof. A. L. 
Lawrence, G. M. 
Lee, G. A. M. 
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Leinster, R. S. 
Leipmann, Dr. L. 
Letch, W. P. 
McClintock, F. H. 
Macdonald, F].-Lieut. 
A. W. H. 
Malhas, Said A. F. 
Marcus, H. H. 
Margolis, J. 
Massey, Prof. J. W. 
Meinl, J. H. 
Miller, F. 
Monk, A. I. 
Morgan, H. 
Morris, J. 
Moss, K. H. 
Munawera, D. H. P. 
Nayar, B. K. 
Nelson, G. J. 
Nortcliffe, E. B. 
Nurmohomed, R. H. 
Oates, H. L. 
O’Connor, T. J. D. 
Oliver, H. A. D. 
Osborn, F. J. 
Ostrum, A. C. 
Owen, R. H. 
Paxton, J. 
Payne, G. E. 
Peart, W. M. 
Pedrick, S. 
Peerbhoy, A. S. 
Percus, P. M. 
Perlman, I. 
Perrigo, J. W. 
Phillips, W. A. 
Pollin, W. E. 
Poole, E. H. 
Presanis, A. 
Prosser, M. C. 
Radleigh, J. R. Y. 
Rae, Rev. J. 
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Rao, T. V. R. 
Reddy, Prof. P. C. 
Reed, A. J. 
Reid-Marr, T. 
Reiz, A. B. 
Rice, Lt. A. M. 
Riley, H. 
Ritchie, Miss J. M. 
Roberts, Rev. C. H. 
Roberts, R. D. V. 
Robins, R. E. — 
Rowland, P. A. 
Sanderson, N. 
Schramm, J. E. 
Scott, C. A. 
Seikowsky, Z. 
Selzer, L. 
Seshan, M. A. 
Shah, B. M. 
Sharman, G. 
Shepard, G. N. 
Sheward, G. E. 
Simmons, B. 
Simon, M. 
Sincock, R. A. 
Singh, C. J. 
Smith, Lt. A. 
Smith, A. M. 
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Smith, E. 

Smith, J. 

Smith, J. 8. 
Smith, W. C. 
Smithies, E. H. 
Spruce, W. E. 
Srivastava, H. L. 
Stocker, N. R. 
Stokoe, A. T. 
Stradling, E. A. 
Subramanyan, A. 
Sutcliffe, H. 
Tanfield, D. E. 
Taylor, A. 
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Thomas, C. J Walton, S. P. Williams, E. H. 
Thompson, L. P. Watson, A. H. Williams, I. 
Tomkinson, E. _ Weymouth, H. P. Williams, J. T. 
Torres, J. G. Nwhitaker, A. Williams, R. 8. 
Trayford, A. 8. E. White, Capt.G. W. Wittkowski, Dr. E. 
Utting, A. G. White, J. A. Yagchi, J. 

Waight, Col. L. Wilkinson, ©. E. Young, M. 
Walkem, C. B. Wilks, W. G. Young, V. R. W. 


The following have been admitted to Library membership of 
the Society :— 


The British Institute, Bilbao. 

Buckmaster & Moore. 

Carl M. Loeb Rhoades & Company. 

Commissioner of Labour, Ceylon. 

Commissioner of Labour, Sind. 

County Technical College, Bradford. 

E.R.S., H.Q. 2nd N.Z.E.F. 

Institute of Bankers in Scotland. 

Instituto Anglo-Mexicano de Cultura. 

John Carroll University. 

London Co-operative Society Education Committee. 
Manufacturers Association of Palestine. 

Murrell Memorial Library. 

National Bank of Egypt, Economic Group. 

Polish Air Force. 

Schools of Technology, Art and Commerce, Oxford. 
Stein & Roe. 

Tory Reform Committee Secretariat. 

University of Virginia. 

War Manpower Commission, U.S.A. 





WE record with deep regret the death of Professor Gustav 
Cassel, for many years Professor of Political Economy in the 
University of Stockholm. We hope to publish an obituary 
notice in a forthcoming issue. 





In the issue of June-September, 1944, the Royal Economic 
Society invited Fellows who might have copies of certain issues 
of the Economic JourNnaL with which they were prepared to 
part to return them to the Assistant Secretary, Mr. 8S. J. Buttress, 
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6, Humberstone Road, Cambridge. The Society is most grateful 
to Fellows who have returned copies, but is still anxious to 
receive a certain number of further copies of the three issues then 
referred to—namely, April 1942, June-September 1943 and 
December 1943, on the same terms as before—10s. for the three 
issues. In addition, it would be grateful to receive, on the same 
conditions, copies of the three issues of the Economic JouRNAL 
which appeared during 1944. It would also like to receive the 
four Memoranda, Nos. 97-100, of the London and Cambridge 
Economic Service, for which 4s. will be paid. 





In a recent issue of the Economic JouRNAL reference was 
made to the delivery of copies of the Journat to Mr. Anastasi 
Pace, a Fellow of the Society resident in Malta. It may be of 
interest to record that not only have the duplicate copies which 
we have sent to him arrived safely, but many of the original 
copies also. The duplicate copies have been given in the name- 
of the Royal Economic Society to the Institute set up by the 
British Council in Malta. 





Mr. S. R. Dennison, Professor at Swansea and since 1940 a 
member of the Economic Section of the Office of the War Cabinet, 
has been appointed to one of the vacant Lectureships in Economics 
in the University of Cambridge, and elected to a Fellowship at 
Gonville and Caius College. 





THe Bank of England has announced that Mr. H. C. B. 
Mynors, Secretary of the Bank since 1937, has been appointed 
Adviser to the Governors. Mr. Mynors was formerly Fellow of 
Corpus Christi College, Cambridge, and University Lecturer in 
Economics. 





Mr. D. G. CHAMPERNOWNE, Lecturer in Statistics in the 
Faculty of Economics at Cambridge, has been appointed Reader 
in Statistics at Oxford, and will be Director of the Oxford Institute 
of Statistics. 





Dr. M. Kaxzoxt, of the Oxford Institute of Statistics, has been 
appointed Economic Adviser to the International Labour Office. 





RECENT PERIODICALS AND NEW BOOKS. 


Journal of the Royal Statistical Society. 

Vou. CVII, Part I, 1944. The International Comparison of Industrial 
Output: E. C. SNow. 

Economica. 

NovEMBER 1944. The Agreements of Bretton Woods: E. H. Stern. 
The Origins of the Bank Charter Act, 1844: J. K. HoRSEFIELD. Some 
Aspects of the Malayan Rubber Slump, 1929-1933: P. T. Bauer. The 
Ulster Linen Industry : A. BEacHAaM. History and Theory in Economics : 
F. A. Lurz. 

The Review of Economic Studies. 

Vou. XI, No. 2. Patent Reform: M. Potanyt. Rent Subsidies on a 
National Basis: M. J. Etsas. A Note on the Economics of Retaliation : 
T. Batocu. A Note on an Index Number Problem: E. ROTHBARTH. 
Rents, Rates and Incomes in Bristol : A. W. T. E tis. 


The Political Quarterly. 

JANUARY—MarcH 1945. Religion in the Schools: H. 8S. SHetron. The 
United Nations : L. Wootr. The Re-education of Germany: F. Evans. 
Social Insecurity : JoAN S. CLARKE. University Finance and the State : 
J. T. Saunpers. The Political Temper: P. G. Ricuarps. Public 
Boards and Corporations : H. R. G. GREAVES. An Economic Agenda for 
British Democracy : H. Smrru. 


The Eugenics Review. 
JANUARY 1945. Medical Service for Treatment of Sterility : MARGARET H. 
Jackson. Intelligence and Fertility : R. CATTELL. 


Oxford Institute of Statistics. 

Vou. 6, No. 13. The Statistical Background of Clothes Rationing, 1941- 
44; P. Apy. Changes in Consumption, 1938-43 : J. L. NicHoLson. 
Vou. 6, No. 14. The Statistical Background of Clothes Rationing, 1941-44 
(cont.): P. Apy. Wages during the War: J. L. NicHotson. War- 
time Changes in the Distribution of the Population of Great Britain: F. A. 

BURCHARDT. 

Vou. 6, No. 15. The Government’s Plans for Social Insurance: J. L. 
Nicuotson. Size and Productivity of Coal Mines in Great Britain: 
F. A. Burcnarpt. The Statistical Background of Clothes Rationing, 
1941-44 (concluded): P. Apy. 

Vot. 6, Nos. 16 and 17. Employment in the United Kingdom during and 
after the Transition Period: M. Katrecxi. The T.U.C. and Reconstruc- 
tion: G. D. N. Worswick, Post-War Employment in Australia: J. 
StermnDt. Family Diets at Low Cost, November 1944: T. Scuuxz. 

Vou. 7, No. 1. The Distribution of Working-Class Savings : H. DuRANT 
and J. GotpMANN. The Foreign Trade of West-European Countries : 
S. Moos. Retail Sales and Stocks of Non-food Goods : F. A. BuRCHARDT. 


The Banker. 

DECEMBER 1944. Boom Everlasting in the Beveridge Utopia? Insurance 
Survey. 

JANUARY 1945. Post-War Share Prices: T. BARNA. Overseas Banking in 
1944. 

Fresruary 1945. Britain’s Policy in World Trade: E. V. Moraan. 
Egypt's Sterling Balances. 

Marcu 1945. The Sterling Area—its use and abuse: P. BarEau. Some 
Antecedents of the Finance Corporations. 

The Bankers’ Magazine. 

Marcu 1945. The Future of Banking and Industry. The Bank Balance 

Sheets. Bankers on Post-War Problems. 
Planning. 

No. 227. Reconstruction Plans. 

No. 228. British Documentary Films. 

No. 229. Export. 
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No. 230. Government Information Services. 

No. 231. Household Appliances. 

Fabian Quarterly. 

No. 44. The Co-operative Commonwealth Federation of Canada: D. 
Lewis. The Future Structure of British Industry: A. AtBu. Organ- 
ised Labour in War-time : D.G.Macrar. A Balanced Transport System : 
H. 8. Parxures. 

International Labour Review. 

SEPTEMBER 1944. Factory Inspection in China: T. K. Dsana. Swedish 
Housing Policy in Wartime : A. JouHansson. Developments in Welfare 
Work for British Seamen: R. J. P. MortisHep. The Effects of General 
Mobilisation on the Employment of Women in Germany. 

OcTOBER 1944. Co-operative Organisation and the Restoration of European 
Farm Production. The Agrarian Situation in India: P. J. THomas. 
The Mobilisation of Foreign Labour by Germany. Educational Recon- 
struction in Great Britain. 

NovEMBER 1944. Inter-Co-operative Relations and Post-War Planning. 
The United States Public Work Reserve : B. Hicetns. Housing Problems 
in Great Britain : Martian BowLey. 

‘DECEMBER 1944. Co-operative Organisations and the Post-War Housing 
Problem. The Growth of Personnel Management in Great Britain during 
the War: G. R. Moxon. Wartime Inflation in India and its Social 
Repercussions. Post-War Planning in Sweden. 


League of Nations Monthly Bulletin of Statistics. 
NovEeMBER 1944. Public Finance. 


The Canadian Journal of Economics and Political Science. 

NovEMBER 1944. The Place of Canada in Post-War Organization: B. 
Cuaxton. A Pure Theory of Money: H. G. Lirrter. Equilibrium 
and Process Analysis in the Traditional Theory of the Firm : J. DiInGwaALtt. 
The Development of Government Expenditure Control : the issue and audit 
phases: H.R. Batis. The State and Collective Bargaining : H. A. LoGan. 

The South African Journal of Economics. 

SEPTEMBER 1944. The Task before Us: with special reference to Industry : 
C.S.Ricnarps. The International Monetary Fund: J.E.Hottoway. The 
International Bank for Reconstruction and Development : M. H. pE Kock. 

The Indian Journal of Economics. 

OcroBER 1944. The Future of Gold vis-a-vis Currency Plans (II): K. 
Latwant. The Place of Agriculture vis-a-vis Industry in the Industrialists’ 
Plan: A. N. AGarwata. Taxation of Monopoly: J. K. Menta. On 
the Definition of Mercantilism: P. Roy. War and Recent Trends in 
India’s Foreign Trade (II): A. 8. Rao. Tax Relief vs. 100% E.P.T.: 
K. Latwant. International Monetary Fund (I): H. L. Dry. 

JANUARY 1945. Papers read at the twenty-seventh conference of the Indian 
Economic Association at Delhi, January 1945. Transition from ‘Var to 
Peace Economy: B. R. SHenoy, N. V. Sovant, T. M. Josui, P. Srrram, 
K. N. Boatracuarya, K. V. Rao, G. Cuanp, P. C. Matnorra and 
V. V. RamanapHam. India and International Economic Co-operation : 
A. I. Quresut, V. R. Pruxat, M. 8. ApisesH1aH, V. S. KrisHna and H. R. 
Baruesa. Social Security with special reference to India: S. Misra, 
8S. A. Samap, H. C. Matxant and R. V. Rao. 

The Quarterly Journal of Economics. 

Avucust 1944. War-time Economic Controls: E. R. Waker. JInter- 
national Commodity Arrangements : J. D. Buack and S. 8. Tsou. Re- 
serve Requirements and the Integration of Credit Policies : C. R. WHITTLE- 
sry. Pareto on Population, I: J. J. SPENGLER. Does the Consumer 
Benefit from Price Instability ?: F.V. WaucuH. German Foreign Trade 
and Industry after the First World War: N. Rosryson. 

The Annals of the American Academy of Political and Social Science. 

NovEMBER 1944. Adolescents in Wartime. 

January 1945. World Population in Transition. 
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The Journal of Political Economy. 

SEPTEMBER 1944. Growth of the American Glass Industry to 1880: W.C. 
ScovitLeE. Recent Trends in the German Command Economy: H. 
ParcHTER. Recent Events in Negro Union Relationships : R.C. WEAVER. 
What is Dry Exchange ? A Contribution to the Study of English Mer- 
cantilism : R. DE Roover. A Dimensional National Economy: D. 
Arxtns and R. W. BurGEss. 

DECEMBER 1944. Realism and Relevance in the Theory of Demand: F. H. 
Knieut. Strike Profiles: J. V. Spretmans. Growth of the American 
Glass Industry to 1880 (cont.): W. C. Scovite. On Debt Policy: 
H. C. Smwons. A Note on the Use of the Word “Currency”: Ina B. 
Cross. 


The Review of Economic Statistics. 

Avucust 1944. National Product, War and Prewar: M. Gitpert, H. 
STAEHLE and W. S. Woytinsky. A Reply: S. Kuznets. Frickey 
on the Decomposition of Time Series: A. F. Burns. The “‘ Simple” 
Theory of Business Fluctuations : G. TINTNER. 

NovEMBER 1944. A Symposium on the International Monetary Fund and 
International Bank for Reconstruction and Development Proposed at 
Bretton Woods: J. B. Conpuirre, G. N. Haum, 8. E. Harris, G. 
HasBEerRtER, A. H. Hansen and L. M. Lacumann. The Labor Force 
during Reconversion : W. HaBer and E. Wetcu. Hopes and Fears— 
the shape of things to come: D. M. Wricut. Government Net Contri- 
bution and Foreign Balance as Offset to Savings : H. NretssErR. A Note 
on the Mathematical Coincidence of the Instantaneous and the Serial 
Multiplier: K. Bove. 


Journal of the American Statistical Association. 

SEPTEMBER 1944. Post-war Planning for British Official Statistics : R. O. 
Lane. International Programming of the Distribution of Resources : 
W. L. Batt, R. G. D. ALLEN and R. A. Gordon. Organizing Statistical 
Work on a Functional Basis: H. E. BecknEett. The Sample Census of 
Congested Production Areas: H. G. BrunsmMan. Analysis of the Data 
of a Public Health Organization by the Control Chart Method: W. 
Scurttinc. Matters of Misconception Concerning the Quality Control 
Chart: E. M. Scurockx. Industrial Materials Production, World Wars 
Iand II: G.H. Moore. Interpreting the Statistics of Medical Examina- 
tions of Selectees: E. A. Lew. Application of the Logistic Function to 
Bio-Assay: J. Berxson. The Relative Efficiencies of Groups of Farms 
as Sampling Units: W. A. HenpRIicks. Cost of Living on Farms and 
Prices Paid by Farmers: J. D. Buack and AtrHea MacDonaLp. On 
the Summation of Progressions Useful in Time Series Analysis: J. A. 
PIERCE. 


The American Economic Review. 

SEPTEMBER 1944. The Disposition of Surplus War Property: J. D. 
Sumner. The National Output at Full Employment in 1950: E. E. 
Hacen and N. B. Kirxpatrick. Teaching of Economics in the Soviet 
Union: P. Z. Marxisma. A New Revision of Marxian Economics : R. 
DUNAYEVSKAYA. Palestine: a problem in economic evaluation: A. E. 


DECEMBER 1944. Taxation Policies: E. D. AtteEN, Manet NEWCOMER 
and Cart SHoup. International Monetary Plans: E. M. BERNSTEIN 
and A. Smirures. The ‘‘ Burden of the Debt’’ and the National Income : 
E. D. Domar. Income, Money and Prices in Wartime: J. L. Mosak 
and W. A. SaLanrT. 


Social Research. 

SEPTEMBER 1944. Hiram J. Halle, 1867-1944: Atvin JoHNSON. Great 
Britain’s Trade Policy: R. ScutititeR. The United States in the Future 
World Economy: F. SternsBere. The Coming Peace Crisis: ALVIN 
Jounson. The Case for a Jurisprudence of Welfare ; possibilities and 
limitations: A. H. PreKeis. A Midwestern Sectarian Community : 
H. H. GErru. 
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Econometrica. 

JuLy—OcToBER 1944. Random Simultaneous Equations and the T 
of Production: J. Marscuak and W. H. AnpREws. Stock Market 
Forecasting: A. Cowes. The Rationalization of Succession Taxation : 
W. Vickrey. The New Economics of Spending: H. Netsser. The 
Relation between Hicksian Stability and True Dynamic Stability: P. A. 
SAMUELSON. 

The Journal of Economic History. 

NovEMBER 1944. The Leaders of the German Steam-Engine Industry 
during the First Hundred Years: F. Repuicu. The American Caree= of 
David Parish: P. G. and R. Watters. Federal Land Grants in Aid of 
Canals: J. B. Rar. Family Partnerships and Joint Ventures in the 
Venetian Republic: F.C. LANE. 


Harvard School of Business Administration. 

BuLuETIN No. 119. Operating Results of Department and Specialty Stores 
in 1943: 8S. F. TEELE. 

BULLETIN No. 120. Expenses and Profits of Limited Price Variety Stores 
in 1943: E. C. Bursx. 

BULLETIN No. 121. An Analysis of Operating Data for Small Department 
Stores, 1938-1942 : ExizapeTH A. BURNHAM. 

Business Researcu Stupy No. 32. Teamwork and Labor Turnover in 
the Aircraft Industry of Southern California: E. Mayo and G. F. F. 
LOMBARD. 


The Journal of Business of the University of Chicago. 
OctoBER 1944. Secular Trends and Idle Resources : M. V. JoNEs. 


Journal of Farm Economics. 

NovEMBER 1944. The Prospects of European Agriculture and their Implica- 
tions for the United States: K. Branpt. Cartels, Combinations and the 
Public Interest: F. B. Garver. Contribution of Price Policy to the 
Income and Resource Problems in Agriculture : D. G. Jonnson. Public 
Works on Private Land: V. W. Jonnson and J. F. Timmons. How 
Long does it take to Pay for a Farm Starting with Heavy Debts ?: G. A. 
Ponp and W. L. Cavert. Need for a New Classification of Farms : 
M. R. Benepict, F. F. Exvtiorr, H. R. Tottey and C. TaruBER. The 
Demand for Agricultural Commodities in the Period of Transition from 
War to Peace: J. B. Canninc. Agricultural Prices following World 
War II: O. V. Wetts. Some Factors affecting the Rate of Retirement 
of Farms in the Sub-marginal Land Area of Ohio: J. H. Srrrerzery. 
Dr. Nourse on Low-Price Policy : W. H. Nicnotits. Addendum: From 
Analysis to Prediction : E. G. NoURSE. 


Wheat Studies (Stanford, California). 

Vout. XX, No. 6, Juty 1944. Interregional Correlations in Wheat Yields 
and Outputs: V. P. TimosHENKO. Correlation analysis is here applied 
to numerous series of wheat yields and outputs, for the major wheat 
regions of the world and for some of their smaller subdivisions. Varia- 
tions in world wheat production, region by region, display less regularity 
and uniformity than is sometimes assumed or asserted. Fairly close 
correlations among regional wheat yields and outputs exist only for 
relatively limited areas, the weather developments within which are 
controlled by similar meteorological factors. Variations in wheat 
outputs in the wheat-exporting countries are particularly diverse and 
practically independent; such variations happen, however, to be more 
or less compensatory. Still less correlation than in wheat-yield varia- 
tions should be expected among variations in yields of different crops in 
regions remote from one another; consequently world crop production 
should be essentially stable, if the trend of growth is disregarded. It 
is probable that small variations in the total world crop production are 
less responsible for disturbances of the world’s business than are great 
variations in crops in some of the leading countries that play an im- 
portant réle in world trade in agricultural products. With this issue of 
Wheat Studies the series, which has been published for twenty years, is 

No. 217.—VoL. Lv. L 
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being brought to a close. The discontinuance of Wheat Studies will 
— the Institute’s staff to give fuller attention to commodities that 

ve been less intensively investigated and to broader issues of national 
and international policy. Certain features of Wheat Studies will be 
carried forward in book and pamphlet forms; and it is expected to 
publish an annual review of world wheat developments, broadened to 
give more attention to other grains, combined with a world grain outlook 
for the current crop year and beyond it. May the Economic JOURNAL, 
on behalf of very many readers the world over, express its gratitude to 
those who, over these twenty years, have so greatly contributed to our 
knowledge and understanding of the problems of wheat ? 


Foreign Affairs. 

OctroBER 1944. (Articles of special interest to economists.) Czecho- 
slovakia Plans for Peace: E. Benes. International Monetary Plans : 
after Bretton Woods: J. H. WILLIAMs. 

JANUARY 1945. Bretton Woods and International Coéperation: H. 
MorcentHau. The Monetary Fund: some criticisms examined: H. D. 
Waite. China’s Financial Problems: H. H. Kune. British Recon- 
version and Trade: W. Mannina Dacrey. The Reconstruction of 
European Agriculture : K. BRANDT. 


La Revue Economique et Sociale (Algiers). 

No. 9. La révolution sociale est raisonnable, II: J. Purter. La loi prét- 
bail et les accords d'aide mutuelle: R. Bowirat. La nationalisation de 
Vindustrie électrique en Algérie : office d’état ou régie coopérative ?: A. B. 
LAVERGNE. 

No. 10. Sur la participation ouvriére aux résultats et a la gestion: J.-P. 
Ravupnitz. Politique familiale: J. Romtev. Réflexions sur économie 
americaine: A. VERDURAND. La mise en valeur du sud constantinois : 
G. MERCIER. 

No. 11. La révolution sociale est raisonnable, III: J. Purter. Problémes 
actuels du commerce extérieur de la France: A. BALLEYGUIER. Etude 
sur Vétat présent de Vurbanisme : P. A. Emery. L’avenir des plantations 
de caoutchouc : M. HuMBERT. 

No. 12. René Courtin, la politique économique du gouvernement provisoire 
et les communistes : G. H. Bousquet. Reformes comptables et financiéres 
en U.R.S.S.: W. Kissackx. Le fonds monétaire international: R. 
Bouuiat.. Aprés la conférence de Bretton Woods: N. LiouBramov. 


L’ Egypte Contemporaine. 

Marcu-Aprit 1944. L’Egypte devant les plans monétaires internationauz : 
E. Mrnost. Problémes économiques égyptiens d’aprés-qguerre: M. 
Messiqua. The land is a bottomless sink for Egyptian capital: A. A. H. 
Nazmy. Interactions of industry and agriculture in Great Britain since 
the industrial revolution: Cu. Issawt. Essai sur les remboursements 
des apports dans les Sociétés Concessionnaires d’un Service Public: R. 
Nacear. Le probléme du blé en Syrie et au Liban pendant la guerre : 
J. GODARD. 

Moneda y Crédito (Madrid). 

No. 10, S—ePTEMBER 1944. La cuestidn de las reparaciones : 8. B. CLouGu. 
La cuestion social y el pensamiento cristiano en Francia desde 1850 hasta 
nuestros dias: P.Jostr. El fondo monetario internacional : L. OLARIAGA. 
Economia natural y monetaria en Leon y Castilla durante los siglos IX, 
X y XI: L. G. DE VALDEAVELLANO. Sobre la historia de los impuestos 
sucesarios en Espana: L. B. Fuorez. Cambios de estructura del crédito 
y la banca : I. C. Garricés. 


Revista de Estudios Politicos (Madrid). 

Vou. VIII, No. 16. Balmes y su tiempo: J. C. Grav. Estructura y 

funcién de las entidades locales: C. R. DEL Castitto. Magisterio 
politico de Fernando el Catdlico: J. B. Pérez. 

Vou. IX, No. 17. De la insolaridad de Europa y la guerra contra el turco : 

L. Riper. Sobre el apoyo del hombre en la Historia: P. L. ENTRALGO. 

Administracion de Justicia y derechos de la personalidad : J. Guasp. 




















1945] RECENT PERIODICALS AND NEW BOOKS 147 


El Trimestre Econémico (Mexico). 
OcToBER—DECEMBER 1944. Los Estados Unidos en la economia mundial : 
H. B. Lary. El régimen fiscal argentino: E. C. TrevisAn. Con- 
tradiccién interna del sistema bancario porfirista : E.L. LOpez. Gerdnimo 
de Uztdriz como economista : J. MARQUEZ. 


Revista de Ciéncias Econémicas. 

Marcy 1944. Importancia da Aproximagao entre Economistas Brasileiros 
e Argentinos: O. JIMENEZ. Emissdo Bancdria: F. RuBANo. 

Aprit 1944. Evolugao do Ensino Econémico no Brasil: F. HERRMANN. 
Reajustamento dos Capitais das Emprésas e seus Valores reais: J. F. DE 
Morais. Finangas Municipais no Ciclo 1936-1942 : M. Improta. 

JUNE 1944. Estudos de algumas curvas evolutivas : L. DE FrREITAS BUENO. 

Juty 1944. Ciéncia Econémica e Economia: M. Franzoum. A Con- 
solidagao e a “‘ Rerum Novarum”’ em face do nosso Padrao de Vida: J. 
Gomes. Progresso Industrial do Brasil: H. F. Lima. 


Mirovoe Khoziaistvo 1 Mirovaia Politika (World Economy and World 
Politics), Moscow. 


No. 5, 1944. Hitler’s ‘‘ European Fortress” on the Eve of Collapse : 
I. ErmasHEv. Agriculture and the Food Outlook in Germany for the Year 
1944: A. GurevitcH. New Tendencies in the War Economy of U.S.A., 
England and Canada : M. Boxsurtsky. The Influence of War on the 
Distribution of the Sources of Raw Materials: A. Suprrt. The Post-War 
Balance of Payments of England and U.S.A.: Y. Vrntser. The Trade 
Union Movement in U.S.A. in Time of War: 8. DraBxina. Economic 
and Trade Relations of Turkey in Circumstances of War: B. Dantzic. 
Oil in the Near East : M. Kocan. 

No. 6, 1944. The Anglo—Soviet-American Military Coalition in Action : 
I. Lemin. Hungary under Hitlerite Occupation : Z. Lrppat. The Crisis 
of Labour Supply in Germany: K. Potz. Africa in the Second World 
War : V. Vastuteva. International Air Transport after the War : V.CHEP- 
RAKOV. The World Wool Market in War Conditions : V. LruBIMova. 


Pod Znamenem Marxisma (Under the Banner of Marxism), Moscow. 

No. 1, 1944. Lenin on the Relation between Dialectics and Reality: B. 
Keprov. Victory is not to be Won without Struggle and Exzertion: F. 
KatosHin. The Military Theories of Frunze and the Present War: 
S. SHISHKIN. 

Nos. 2-3, 1944. A New Stride Forward in the Solution of the National Question 
in U.S.S.R.: G. Vasetsky. Lenin and Historical Science : ACADEMICIAN 
B. D. Grexov. Lenin and Contemporary Physics : ACADEMICIAN §. I. 
Vavitov. The World Significance of Russian Literature : T. Motmova. 

Nos. 4-5, 1944. Article on Shortcomings and Mistakes in a History of 
German Philosophy at the end of the 18th and Beginning of the 19th 
Centuries : (unsigned). On the Relation between War and Politics: M. 
Leonov. The Materialist Standpoint of the Philosopher M. A. Antono- 
vitch : V. Kruzuxov. A Review of the Philosophy of Gregory Skovoroda : 
O. TRACHTENBERG. Mendeleev’s Law of Periodicity and its Significance 
for the Natural Sciences : ACADEMICIAN A. E. FersmMan. The Logic of 
Scientific Discovery, in connection with the Law of Periodicity of D. 1. 
Mendeleev : B. Keprov. The Logical Laws of Thought = chapter of 
a text-book on Logic, published ‘‘ for discussion ’’): V. Asmus. 





NEW BOOKS. 


British. 
Ammon (Lorp). Newfoundland: the Forgotten Island. London : 
Fabian Publications and Victor Gollancz, 1944. 84”. Pp. 29. Ils. 


[This pamphlet advocates a ten-year development programme for Newfound- 
land and Labrador.] 
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Arnot (H. W.). The Economic Lessons of the Nineteen-thirties. 
London: Oxford University Press (Royal Institute of International 
Affairs), 1944. 83”. Pp. 314. 12s. 6d. 

[To be reviewed.] 

Banks and the War, V. London: Economic Reform Club and 
Institute, 1944. 83”. Pp. 22. 4d. 

[In this pamphlet is published a long correspondence between the President 
of the Institute of Bankers in Scotland and the officials of the Economic Reform 
Club, dealing mainly with the problem whether banks create credit.] 

Barov (N.). World Co-operation, 1844-1944. London: Fabian 
Publications and Victor Gollancz, 1944. 84”. Pp. 52. 2s. 

[This Fabian pamphlet is written to commemorate the hundredth anniversary 
of the setting up of the Toad Lane store by the Rochdale pioneers. Dr. Barou 
discusses first Consumers’ Co-operation, then Agricultural Co-operation; then, 
after a brief survey of co-operation in the U.S.A., the U.S.S.R., China, Palestine, 
India and the British Colonies, he studies its international and political aspects ; 
considering finally the challenge that co-operation will face at the end of the 
present war.] 

BoouEnski (F.). The Economic Structure of Poland. Birken- 
head: Polish Publications Committee, 1944. 8”. Pp. 20. 

[This pamphlet emphasises the importance of economic development in 
Poland, which has been retarded by wars and foreign aggression. This mainly. 
takes the form of industrialisation. Foreign aid, especially for machinery and 
installations, is a vital necessity.] 

Brooks (C.) (Ed.). Overseas Reference Book of the United 
States of America. London and New York: Todd Publishing Co., 
1944. 11”. Pp. 390. 105s. 

[‘‘ The object of this book is to place before British industrialists, commercial 
undertakings and business houses factual information which will enable them, 
it is hoped, to enjoy a better understanding with the United States of America. 
He who seeks an historical guide, or even a complete reference book of the United 
States, will be disappointed. In planning this book my aim has been to include 
such statistics and facts as, from personal experience, I have often found lacking 
in the many excellent publications offered to the people of Britain during the 
last few years.’’ The book is clearly and concisely written, and as a book of 
reference should prove invaluable. Section 1 consists of a survey of each indi- 
vidual State; section 2 is a study of the political background of the U.S.A.; 
section 3 of her production, industry and finance; section 4 of her transport and 
communications; section 5 of her economic background for post-war recon- 
struction; section 6 of her overseas relations; and section 7 considers post-war 
planning in the U.S.A.] 

Building Peace out of War. London: P.E.P. and Oxford Univer- 
sity Press, 1944. 8}”. Pp. 192. 10s. 6d. 

[Reviewed in this issue.] 

CarrNoross (A.). Introduction to Economics. London: Butter- 
worth, 1944. 7”. Pp. 430. 12s. 6d. 

[Reviewed in this issue. ] 

Cuotia (R. P.). Edited by C. N. Vakil. Dock Labourers in 
Bombay. Calcutta: Longmans Green, 1941 (London, 1945). 8”. 
Pp. xv + 156. 7s. 6d. 

[This small monograph contains a great deal of information, mostly collected 
in 1933-4, about the recruitment, castes, wages and conditions of work of dock 
labourers in the port of Bombay.] 

CLARKE (Str FRANK). World Air Control Board: a Plan. Mel- 
bourne: Robertson & Mullens, 1944. 7”. Pp. 97. 

[To be reviewed. ] 

Dovetas (D. C.) (Ed.). The Domesday Monachorum of Christ 
Church, Canterbury. London: The Royal Historical Society, 1944. 
17”. Pp. 127 + 8 folios. 30s. 

[To be reviewed. ] 
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D’Souza (V. L.) and LaksHmrnarasmmnan (S.). Economic 
Planning for Mysore. Bangalore: Bangalore Press, 1944. 94”. 
Pp. 48. 

[This pamphlet aims to apply to Mysore the development plans, commonly 
known as the Bombay Plan, drawn up for India as a whole. As a first step, the 
authors, both members of the Faculty of Economics in the University of Mysore, 
survey the present condition of the State, and estimate its national income; they 
then set themselves objectives, which they proceed to work out in terms of detailed 
planning. ] : 

Dumbarton Oaks. A Fabian Commentary. London: Fabian 
Publications Ltd., 1944. 8”. Pp. 28. Ils. 

[To this Commentary is appended a Manifesto ‘issued by the Conference of 


Labour Parties of the British Commonwealth of Nations and the text of the 
Dumbarton Oaks proposals.] 


Fay (C. R.). Agricultural Co-operation in Cheshire. London : 
Horace Plunkett Foundation, 10 Doughty Street, W.C.1, 1944. 11’. 
Pp. 7. 2s. 6d. 

[Mr. Fay has given us a chatty, readable, amusing account, first of the general 
scene; second, of the societies in detail; third, of the contribution of Cheshire 
to co-operative technique; finally, a suggestion for co-operative education. All 
who are interested in agricultural co-operation should acquire this, and its fellow 
fly-sheet. ] 

Fay (C. R.). English Agricultural Co-operation. Two Cross 
Sections and a Proposal. London: Horace Plunkett Foundation, 10 
Doughty Street, W.C.1, 1944. 11”. Pp. 12. 2s. 6d. 

[Mr. Fay has made, and here records, a rural ride worthy of his beloved 
Cobbett through the agricultural counties of England, looking at their co-operative 
achievements. The outcome, which readers must study for themselves, is a 
proposal for a national association of agricultural co-operative societies. ] 


Foot (R.). A Plan for Coal. London: Mining Association of 
Great Britain, 1945. 84”. Pp. vi + 67. 
[To be reviewed. ] 


Foster (H. W.). Ourselves and Empire. London: Macmillan, 
1944. 74”. Pp. ix +125. 6s. 

[Mr. Foster, in a series of alternate chapters, describes what is and what 
might be in India, Central East Africa, and North East Africa. He then tackles 
the difficulties in the way, and reverts to the possibilities-of the Development 
Authority Method described in Wealth for Welfare, recently reviewed in this 
Journal, which he wrote with Mr. E. V. Bacon. He urges that £100 millions a 
year for the Colonies, excluding India, is a minimum provision for capital improve- 
ment. Material development requires to be balanced and digested through 
better education. In Mr. Foster’s view the needs of the Colonies and of Britain 
are closely linked, and his suggestions are not idealistic dreams, but spring from 
hard-headed mutual interest. ] 


Four Colonial Questions. How should Britain act? London: 
Fabian Publications Ltd. and Victor Gollancz, 1944. 8”. Pp. 56. 2s. 

[Four questions are here raised: Amalgamation of the Rhodesias and Nyasa- 
land, by Col. Gore-Browne; Closer Union in East Africa, by Dr. Rita Hinden; 
The South African Protectorates and the Union, by C. W. W. Greenidge; Recon- 
struction in Burma and Malaya, by E. E. Dodd.] 

Guoss (B.C.). A Study of the Indian Money Market. Calcutta : 
Oxford University Press, 1943. 7”. Pp. xii+ 295. Rs. 7/8. 

(This is a valuable study which deserves the attention of all interested in 
Indian economics. It provides an analysis and statistical estimate of the resources 
of all the various organisations operating in the Calcutta money market. ] 


Hare (A. E. C.). Labour in New Zealand, 1944. Wellington : 
Victoria University College, 1944. 84”. Pp. 54. 2s. 6d. 


[This third Annual Report by the Research Fellow in Social Relations in 
Industry follows much the same pattern as the two previous Reports. ] 
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HEINEMANN (Marcot). Britain’s Coal. London: Victor Gol- 
lancz, 1944. 7”. Pp. 195. 6s. 


[Miss Heinemann, of the Labour Research Department, has written a very 
useful study of the coal industry. While emphasising the immediate problems 
both of production and wages, she shows constantly the relation of these to 
history and long-term policy and makes clear the disastrous results of short- 
term views. This book will be a valuable antidote to the prevailing tendency 
to regard the future problems of the industry as identical with those of the period 
of surplus between the wars. If the industry is again to produce the 260 million 
tons which she believes to be necessary to cover internal fuel requirements at a 
higher standard of life and the probable exports, the industry must be stabilised 
and made attractive to workers. Miss Heinemann sees little prospect of that on 
the present basis of ownership.] 


Hitton (JOHN). Rich Man, Poor Man. London: Allen & Unwin, 
1944. 7”. Pp.174. 7s. 6d. 


[To be reviewed. | 


HinpDeEn (Riva) (Ed.). Fabian Colonial Essays. London: Allen 
& Unwin, 1945. 7”. Pp. 261. 8s. 6d. 

[This volume includes an introduction by Mr. Creech Jones and the following 
fourteen essays: Socialists and the Empire, by H. N. Brailsford; Geography and 
the British Empire, by J. F. Horrabin; The Challenge of African Poverty, by 
Rita Hinden; The Conditions of Social Policy and its Cost, by A. Creech Jones; 
The Political Advance of Backward Peoples, by Leonard Woolf; Self-Government 
for Advanced Colonies, by Sir Drummond Shiels; Language and the African, 
by Ida Ward; Is Literacy necessary in’ Africa? by Margaret Wrong; Some 
Problems of Tropical Economy, by J. 8. Furnivall; Land Hunger in the Colonies, 
by C. W. W. Greenidge; The British West Indies, by Harold Stannard; An 
Anthropologist’s Point of View, by M. Fortes; Colonies and World Order, 
Anonymous; How a Political Society Functions, by Rita Hinden.] 


Hopson (O. R.). Talks with a Banker. London: King & Staples, 
1944. 7”. Pp. 60. Ils. 


[Thirteen dialogues between Mr. Stirling, a bank manager, and Mr. Layman, 
a customer, which deal with such issues as: ‘‘ How Bank Credit Arises,’’ ‘‘ Do 
Banks Create Credit ?’’] 


Horace PLunKett Founpdation (Ed.). Year Book of Agri- 
cultural Co-operation, 1943-44. Manchester : Co-operative Wholesale 
Society Ltd., 1944. 83”. Pp. 298. 15s. 


[The current number presents the papers contributed to the British Association 
Conference on ‘‘ Co-operative Systems in European Agriculture’’; to these 
accounts from sixteen countries the editors have so added as to provide informa- 
tion from some thirty lands. Inevitably the representation is incomplete. From 
the United States has come a full survey showing ‘‘ how widely the co-operative 
method of organisation has been accepted by American farmers.’’ Next in 
fullness is the illuminating story of Palestine. Canada (the prairie provinces), 
West Australia, and countries in Europe, including these islands, are well de- 
scribed, and there are glimpses of Hungary and Germany. But New Zealand, 
India, South America, China, Japan, Italy and Spain (and not for want of 
material) are absent. Yet we can view as world-wide the movement of agri- 
cultural producers away from individualism and toward association in buying 
and selling and in production. There is news of help to crofters in Scotland; 
of mutual gains from direct wheat supplies to co-operative bakeries in France; 
of co-operative auction marts in Holland and experimental farms in Belgium; 
of national milk supplies by the Central Union of Swiss Milk Producers; of 
Danish successes repeated in Sweden, Finland and Norway; of Polish co-opera- 
tives strong enough to compel respect by the conquerors; of co-operative villages 
in Yugo-Slavia; of a $3 billion turnover in the United States; of co-operation 
extended from the great wheat pools to livestock, dairy and egg marketing in 
Canada; of thrift societies and co-operative schools in Nigeria; of the established 
position in Wales and Ireland, and the healthy fresh progress of requirement 
and of marketing societies in England. Collections of co-operative figures tell 
us little or nothing about the inspiration behind their often impressive totals. 
With its tribute to the late Harold Barbour of Lisburn, and its references to men 
like C. F. Strickland, the late John I. McFarland of Canada, Father Mellaerts of 
Belgium, and Patrick Gallagher of Donegal, and with James McFadyen’s 
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‘* Impressions of Agricultural Co-operation in England ’’ the present Year Book 
adds a welcome warmth of colour.] 


Huaues (W.J.K.). That Would be Living. Colchester : Mundist 
Press, 1944. 73”. Pp. 64. 4s. 6d. 


[A plea for a new economic Utopia. ] 


Hvuxiey (JULIAN) and Deane (PHy.tuis). The Future of the 
Colonies. Target for Tomorrow No. 8. London: Pilot Press, 1944. 
91”. Pp. 64. 4s. 6d. 


[This book, No. 8 in the series of Targets for Tomorrow, gives a most valuable 
summary of the economic and political position of the Colonies both of Britain 
and the other Powers, and sets out a target for action. The authors propose a 
world organisation to guarantee peace and promote economic welfare, progress 
towards self-government, and education in the widest sense. It is suggested 
that it should work through Regional Authorities, responsible for advice, review, 
inspection and the financing of grants to backward areas. There should be 
proclaimed a Colonial Charter, supplementing the Atlantic Charter, providing 
that colonial territories are held in trust, to be exercised jointly by all signatories, - 
for the benefit of the inhabitants of the territories, and forbidding further alienation 
of land or mineral rights. More detailed recommendations are made for the 
economic improvement of the territories.] 


Information Notes No. 1. East Prussia and Danzig. No. 2. 
Upper Silesia. London: Polish Ministry of Preparatory Work Con- 
cerning the Peace Conference, 1944. 94”. Pp. 28. 


[These pamphlets put the Polish case for the transfer of East Prussia and 
Danzig and of the major part of Upper Silesia to Poland.] 


The Institute of Actuaries Year Book, 1944-1945. Cambridge : 
University Press, 1944. 9”. Pp. xii +97. 3s. 


[This contains the usual information regarding the activities of the Institute 
of Actuaries.] 


The International Business Conference, Rye, New York. London : 
International Chamber of Commerce, 1944. 9}”. Pp. 16. 


[An account of the Conference at Rye, convened by the Chamber of Com- 
merce of the U.S.A. The subjects discussed included Cartels, Commercial Policy, 
Currency Relations, Encouragement and Protection of Investments, Indus- 
trialisation in New Areas, Private Enterprise, Raw Materials and Food Stuffs, 
Transportation and Communications. ] 


Jain (L. C.). Indian Economy during the War. Lahore: Civil 
and Military Gazette, 1944. 83”. Pp. 140. Rs. 3/4. 


[This is a second, revised, edition of a volume of six lectures delivered at 
Patna in 1942-43. They deal with the effects of war on Indian agriculture, 
industries, internal and external trade, the money market, and finance. The 
last lecture summarises the general effects on the Indian economy.] 


JoRDAN (W.M.). Great Britain, France and the German Problem, 
1918-1939. London: Oxford University Press (Royal Institute of 
International Affairs), 1943. 8}”. Pp. xi + 235. 1éds. 


[Professor Webster, in his eulogistic foreword, states fairly and does not 
exaggerate the importance and merits of this chastening study of what, when all 
allowances are made, must be written down one of the most complete failures in 
British history. It was an even more complete failure in French history and, 
by the temptations it put in the way of the rulers of Germany, of Weimar Germany 
and the Third Reich alike, that failure may well prove to have been the greatest 
disaster in German history. But the story of the British failure to appreciate 
the importance, the character and the practical justice of French preoccupation 
with security against Germany, if it still cannot be told in full, has never been as 
well told as it is told here by Dr. Jordan. Necessarily, this is an uneven work; 
its rightful concentration on a main theme produces some distortions and its 
character as a Chatham House publication, necessarily, therefore, written with a 
specific audience in mind, might justify a critic from Mars in occasional complaints 
of over-simplification (in favour of France against Britain or, if you like, of French 
follies against British). But this is both a timely, a useful and, for some purposes, 
a “‘ permanent ”’ book.] 
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LrvususcHER (C.). Tanganyika Territory. A study of economic 
olicy under mandate. London: Oxford University Press (Royal 
nstitute of International Affairs), 1944. 84”. Pp.x +217. 18s. 

[To be reviewed. ] 


MacCurpy (J. T.). Germany, Russia, and the Future. Cam- 
bridge : University Press, 1944. 63”. Pp. viii + 140. 3s. 6d. 

[Dr. MacCurdy, who is Lecturer in Psychopathology in the University of 
Cambridge, sets out to analyse the national ideologies of Germany and Russia 
and to see ‘‘ how the national trends symbolised in these political theories may 
affect the behaviour of the nationals.’’] 


MacGregor (J. J.). Poultry Industry Control in the United 
Kingdom. Newport: Harper Adams Agricultural College, 1944. 
93”. Pp. 50. 2s. 6d. 

[This pamphlet gives an account both of the pre-war attempts of organised 
control and of the controls operated in war-time. The author declines to commit 
himself on the question how far war-time controls can or should be extended into 
peace-time. ] 

MeaveE (J. E.) and Strong (RicHarD). National Income and 
Expenditure. London: Oxford University Press, 1944. 7”. Pp. 
36. 2s. 

[This small book, prepared by the two original authors of the Budget White 
Paper, -is designed to provide the general reader with an introduction to the 
fundamental concepts of national income and expenditure, and to warn him of 
some of the pitfalls of definition involved. It is plentifully supplied with Tables 
illustrating the various problems both from U.K. and U.S. data. It is a valuable 
supplement to the White Paper itself for elementary students as well as for others 
interested in these concepts. ] 


MEENAN (J.). The Italian Corporative System. Cork: Univer- 
sity Press, 1944. 7”. Pp. xv + 352. 12s. 6d. 

[This study, which began as a Doctorate Thesis, after introductory chapters 
covering the parliamentary régime in Italy, deals in successive chapters with 
the nature of fascist syndication, its organisation, in theory and practice, the 
collective contracts and labour courts, the national council of corporations and 
their relation to the corporative parliament. The author has necessarily relied 
on published material, and tends to assume a little too lightly that performance 
has accorded with promises. Nor, in the sections concerned with labour, has he 
made the fullest use of all available published statistics.] 


Memorandum on the Government White Paper on Employment 
Policy. Newcastle-upon-Tyne: Northern Industrial Group, 1945. 
94". Pp. 16. 6d. 

[This Memorandum, by a group of men of wide and varied experience on 
both sides of industry in the North East, under the Chairmanship of Lord Ridley, 
examines the White Paper proposals in special relation to the needs of that area. 
It emphasises the need that industry should be able to plan ahead, and also for 
clarification of the Government’s proposals in a number of respects—particularly 
as regards finance and the availability of capital, the extent and nature of in- 
dustrial transfer envisaged and the intentions with regard to industrial location, 
and the measures proposed to promote exports. ] 


Memorandum on the Pig Industry submitted to the Committee of 
Inquiry on Post-emergency Agricultural Policy. Dublin: Council of 
Maize Meal Millers of Eire, 1944. 83”. Pp. 16. 

[The Irish maize meal millers submitted this memorandum to the Committee of 
Inquiry appointed by the Government of Eire on post-war emergency agricultural 
policy. It draws attention to the important place in the agricultural system of 
pig-raising and the tremendous fall during war-time. ] 

OxFoRD AGRICULTURAL Economics RESEARCH INSTITUTE. Coun- 
try Planning : astudy ofrural problems. London: Oxford University 
Press, 1944. 7}”. Pp. vi-+ 288. 7s. 6d. 

[To be reviewed.] 
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PaREs (B.). Russia and the Peace. Harmondsworth: Penguin 
Books, 1944. 7”. Pp.201. 9d. 

[After the last war, writes the author, ‘‘ we sought safety in shutting our eyes 
to Russia, and left her out because we did not see how to deal with her. There is 
no security inevasion. Fear never won 4 war, or a peace either. Russia remains 
there in the centre of the world picture—perhaps the biggest factor of all—and 
anyhow it is at this time the main test of whether a lasting peace can be won.”’ 
For this reason we welcome the availability to a wide reading public of a book on 
the U.S.S.R. by such an eminent authority on Russian affairs as Sir Bernard 
Pares, as even yet she is to too many of us an unknown factor. Sir Bernard 
discusses Russia’s attitude to many political, economic and nationalist problems, 
and upholds that our fears of her are founded on ideas twenty years out of date. 
‘**From 1921 Russia was a country ruled by communists who had ceased to 
practise communism.’’ During the next six years their hopes of world revolution 
suffered severe blows in the failure of the communist revolution in Germany in 
1923, the failure of the general strike in Britain in 1926 and the defeat of com- 
munism in China by Chiang Kai-shek in 1927. By 1929 Stalin had won outright 
his fight with Trotsky, and he could ‘‘ now turn to his own programme, which was 
one of construction inside Russia itself.’” With sympathy and understanding on 
the part of Britain and America, Sir Bernard Pares sees no insurmountable 
obstacle to the fullest co-operation between the three leading democracies in the 
building of a lasting peace. ] 

Peppik (J. Tayitor). A Criticism of the Bretton Woods Proposals. 
London : Economic Equity, 1944. 93”. Pp. 28. Is. 

[‘‘ What the thesis seeks to prove is that the nations cannot abolish the use 
of gold with other commodities for currency purposes, largely because of the 
absence of adequate banking facilities throughout the Far East and Africa.’’] 

Pinto (P. J. J.). System of Financial Administration in India. 
Bombay : New Book Company, 1943. 8”. Pp. xi +435. Rs. 15. 

{It is surprising that, while university students are expected to be familiar 
with the more essential of the technical operations of banking, they are seldom 
expected to possess any similar knowledge of the technical operations of govern- 
ment finance. Nor, indeed, is it easy for them to acquire such knowledge; 
yet from an economic point of view it is in many ways far more important. 
This book provides for the financial organisation of India a very full working 
account of its operation, properly set against the division of central and provincial 
powers and responsibilities. It deals primarily with budget procedure, its pre- 
paration, the methods of its passing through the legislature, its execution, audit 
and accounts. The efficiency of the system is discussed, and the control of it 
by the legislature. Finally there is a brief review of such questions as the 
relation to the Indian States, the Reserve Bank, the Public Debt, and of the 
control over various semi-autonomous bodies, such as the Railway Board and 
Posts and Telegraphs and over public defence.] 

The Problem of Employment. Beveridge fails to solve it: What 
will? London: Staples & Staples, 1945. 84”. Pp. 14. 6d. 

[An anonymous review, expanded from one in Land and Liberty, of Sir William 
Beveridge’s Full Employment in a Free Society. Sir William’s catalogue of sins 
is without limit: ‘‘ The Beveridge plan is based upon a false diagnosis. It is 
supported by fallacious economic arguments. It does not achieve what it sets out 
to do, either in the way of securing the fullest and most profitable use of land and 
labour (the ultimate agents of production) or in the way of preserving freedom.”’} 

Production Standards. London: Stevenson, Jordan & Harrison, 
1944. 83”. Pp.11l. Privately circulated. 

[This private publication was produced originally in America and is issued 
here by the London office of the firm of Management Engineers indicated above. 
The book is of interest in recording how in one instance in the U.S. Labour and 
Management agreed, in order to settle certain disputes, to call in a body of 
Management Engineers to conduct impartial time studies and production standards 
acceptable to both. The book is a lightly written, popular account of the pro- 
cedure, suitable for workers as well as officials. ] 

Ricuarpson (J. H.). Review of Bahamian Economic Conditions 
and Post-war Problems. Nassau, New Providence: Nassau Guardian 
Ltd., 1944. 9”. Pp. 150. 

This survey of the Bahamas by the Economic Adviser to the Bahamas 
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Government includes a great deal of useful statistical material as well as Prof. 
Richardson’s valuable comments on the present situation and future outlook.] 


Roy (R. L.). Grain-Standard Labour-Money. Bihar, India: 
Robindra Lal Roy, 1944. 7”. Pp.212. Rs. 4/2. 

[It is argued that while gold and silver money are derived from the slave 
civilisations of the Mediterranean, Britain adopted this system, but abolished 
the underlying grain reserve and passed this system on to India. In India the 
grain tax had been the essential basis of the currency systems; its abolition 
converted real-credit-money into creditless money with disastrous effects on 
India. | 


Smumon (Sirk Ernest). Rebuilding Britain—a twenty-year plan. 
London: Victor Gollancz, 1945. 7”. Pp. 256. 6s. 
[To be reviewed. ] 


Taytor (S.). Battle for Health. London: Nicholson & Watson, 
1944. 8”. Pp. 128. 5s. 

[To build our post-war brave new world it will be necessary to have not only 
an employed population, but a healthy population. This book by Dr. Taylor in 
the New Democracy series is designed to give in a clear and concise form the main 
facts about the chief enemies to the health of mankind, what has so far been done 
to combat them, and what further preliminary steps can be taken in the unending 
battle. The book is excellently produced and is illustrated with 13 pictorial 
charts in colour and 91 photographs. } 


To-morrow’s Children. London: Europa Publications Ltd. for 
the Tory Reform Committee, 1944. 8}”. Pp. 31. Is. 


[This Tory Reform pamphlet is devoted to the problem of the declining popula- 
tion of Britain, its causes and possible remedies. The authors plead for positive 
action to be taken by Parliament, “‘ either in the fields of legislation or public 
relations, or both: (a) to place the situation frankly before the public; (b) to 
remove the economic barriers to early marriage; (c) to make a second, third, and 
fourth child an economic possibility in all income classes, instead of, as at present, 
a severe liability.’’] 


Tory RerorM CoMMITTEE. Forward—by theright. Bulletin No. 
8. Social Insurance. London: Tory Reform Committee, 1944. 7”. 

[The authors, Mr. S. Storey and Mr. Hugh Linstead, give general support to 
the White Paper on Social Insurance. ] 

Vakin (C. N.) and Patent (M. H.). Finance under Provincial 
Autonomy. Calcutta: Longmans Green, 1940 (London, 1945). 
8”. Pp. xi+ 200. 7s. 6d. 

[This monograph studies the present sources of revenue of Indian Provincial 
Governments and makes various suggestions for increasing or extending them.] 

WaALPpoLe (G.S.). Managemient and Men. A study of the theory 
and practice of joint consultation at all levels. London: Jonathan 
Cape, 1944. 73”. Pp. 200. 7s. 6d. 

[To be reviewed. ] 


The White Paper on Land Control. London: The Land Union, 
15 Lower Grosvenor Place, 8.W.1, 1944. 83”. Pp. 24. Is. 


[This Memorandum, submitted to the Minister of Town and Country Planning 
on behalf of the Land Union, criticises in particular the proposals both for the 
Betterment Charge and for compensation. ] 


WoopuHeap (E. W.) and Others. Education Handbook, No. 2. 
Norwich: Jarrold & Sons, 1944. 74”. Pp. 132. 5s. 


[Mr. Woodhead has again collected together an impressive array of authorities 
on education to write for this his second Educational Handbook. The contri- 
butors include H. C. Dent; Canon Cockin; J. A. Lauwerys, Reader in Education 
in the University of London; D. 8. Evans of the University Observatory at 
Oxford; Kenneth Holmes, Principal of the Leicester College of Art and Crafts; 
R. H. Crowley, formerly Senior Medical Officer, Board of Education; H. M. 
Burton, Assistant Director of Education, Norfolk; J. F. Wolfenden, Headmaster 
of Shrewsbury; H. W. Howes, Director of Education for Gibraltar; Prof. 
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Cavenagh, Professor of Education at King’s College, London; Lady Simon and 
John Newsom, the Hertfordshire Education Officer. ] 


Woo tr (L.). The International Post-war Settlement. London : 
Fabian Publications and Victor Gollancz, 1944. 8”. Pp. 21. 6d. 


[Mr. Leonard Woolf advocates an economic and political international author- 
ity as the nucleus of international government. In his view (and many will agree) 
‘*the international economic system is about a century-and-a-half out-of-date. 
The claim of national governments, and behind them of the great capitalist 
monopolies, to ‘ economic sovereignty,’ to unregulated and irresponsible control 
of their economic relations and power, produced and must produce economic 
chaos. It is incompatible with prosperity.’’] 


American. 


Bearp (C. A.). American Government and Politics. New York : 
Macmillan Company, 1944. 8”. Pp. viii + 872. $4.00. 

(This is a new (ninth) edition of a familiar work. The author, assisted in the 
revision by his son Prof. W. Beard of the University of Wisconsin and Prof. 
W. E. Binkley of the University of Ohio, has resisted the temptation to be up to 
the minute in unimportant war-time changes. There is a new chapter on the 
Quest for Efficiency and Responsibility in Government. Apart from this, the main 
purpose of revision has been to emphasise broad principles rather than their 
current embodiment in practice.] 


Butz (E.L.). The Production Credit System for Farmers. Wash- 
ington, D.C.: Brookings Institution, 1944. 8’. Pp. vii + 104. 
$1.00. 


[The Production Credit system was authorised in 1933, as one of the com- 
nents of the Farm Credit Administration, but it carries on an earlier Agricultural 
redits Act of 1923. It was set up on a permanent basis, and not in any sense 
as an emergency measure, to supplement existing organisations by using money 
derived from private investors to meet the peculiar needs of agriculture at the 
lowest cost consistent with sound business principles, and by lending on notes 
signed by individual farmers and endorsed by the local farmers’ Co-operative Credit 
associations. A Production Credit Division in turn supervises twelve Production 
Credit Corporations, and through them some 500 Production Credit Associations 
serving farmers throughout the U.S.A. In fact they serve only a small proportion 
of all farmers and the share in farm credit which they provide has suffered a 
relative decline in recent years. Losses have on the whole been low, but admini- 
strative costs per $100 lent are high, the average being about $5, but this is now 
declining. The main problem here considered is the federal subsidy, mainly 
derived from $120 million of U.S. capital subscribed by the Treasury, and the 
need for its continuance. The general conclusion is that the Associations now 
possess sufficient member-owed capital to make it possible to retire most of the 
government capital, and that a definite programme of retirement is desirable. ] 


CurRAN (K. J.). Excess Profits Taxation. Washington: Ameri- 
can Council on Public Affairs, 1943. 9”. Pp. 203. Cloth bound 
$3.50. Paper bound $3.00. 

[This detailed study by Dr. Curran, Assistant Professor of Economics at 
Princeton University, is concerned mainly with the experience of excess profits 
taxation in the last war, and the light that it can throw on present problems. | 

Daver (E. A.). Comparative Operating Experience of Consumer 
Instalment Financing Agencies and Commercial Banks, 1929-41. 
New York: National Bureau of Economic Research, 1944. 9”. 
Pp. xvii + 221. $3.00. 

[This is a further volume—No. 10—in the National Bureau’s Studies of 
Consumer Instalment Financing. It provides comparative data for all phases 
and conditions of consumer credit.] 

Demographic Studies of Selected Areas of Rapid Growth. Pro- 
ceedings of the Round Table on Population Problems. Twenty- 
second Annual Conference of the Millbank Memorial Fund. New 
York : Millbank Memorial Fund, 1944. 9”. Pp. 158. $1.00. 

[To be reviewed. ] 
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ExitswortH (P. T.) Chile: an economy in transition. New 
York: Macmillan Company, 1945. 8”. Pp. ix + 183. $3.00. 

[To be reviewed. ] 

FaRNSWoRTH (HELEN C.). Livestock in Continental Europe during 
World War II. Stanford University : Food Research Institute, 1944. 
9”. Pp. 63. 50 cents. 

[An attempt to estimate changes in the livestock numbers in European 
countries. By the fifth year of war, the decline was substantially less than in 
1914-8, and may be put, for the Continent, excluding U.S.S.R., at about 6 million 
cattle, 7 million sheep, and 21 million pigs to 1943-4.] 

Gorpon (R. A.). Business Leadership in the Large Corporation. 
Washington, D.C.: Brookings Institution, 1945. 8’. Pp. xiv + 369. 
$3.00. 

[To be reviewed. ] 

Harris (Seymour E.) (Ed.). Economic Problems of Latin America. 
New York: McGraw-Hill, 1944. 9’. Pp. xiv + 465. $4.00. 

[To be reviewed. ] 

Hermens (F. A.). The Tyrants’ War and the Peoples’ Peace. 
Chicago: University Press (Cambridge University Press), 1944. 7}”. 
Pp. xiii + 250. 16s. 6d. 

[The subject of this book is the vexed question of what we are to do with 
Germany at the end of the war, and who are the real villains of the piece—the 
Nazis alone or the whole German people. Mr. Hermens (who left Germany in 
1934 to escape Nazi rule after fighting it actively in his student days) considers 
that what we are fighting now is not the aggressive spirit of Germany herself, but 
‘*the age-old spirit of tyranny,’’ for ‘‘ fascism and nazi-ism are not exclusively 
Italian or German phenomena but are born wherever historical factors permit 
the birth of illegitimate force.’’ No one will deny that historical factors have 
contributed to the rise of the Nazi party, but what cannot be explained away is 
that somehow and for some reason ghastly atrocities have been committed in 
Europe in the name of the German people, and they have not stopped it. 
Mr. Hermens rightly points out that tyranny is not a German or Italian pre- 
rogative and is to be found in a minority in every age and every country. He 
quotes, for example, the case of the ill-treatment of the German internees, mostly 
Jews, on board the Dunera bound for Australia, and comments: ‘‘ The British 
can pride themselves upon the fact that the news of this incident was not sup- 
pressed. The entire press discussed it (as did the House of Commons) and 
nothing of the kind will be allowed to happen again.’’ But surely that is the 
point : can we trust the Germans to see that ‘‘ nothing of the kind will be allowed 
to happen again’’? Mr. Hermens pleads for a cooling-off period before irre- 
vocable decisions are taken at the peace table; his own proposals are: punish- 
ment of the war criminals; brief occupation by Allied armies; the use of the 
majority system of voting; the breaking-up of Prussia into federal units; dis- 
solution of cartels and surrender of all German conquests. With the destruction 
of nazi-ism, he considers that we can conclude a democratic peace with Germany 
—a real peace of the people. ‘‘If ... the enemy we fight is tyranny and if the 
solution is democracy, both national and international, it is evident that the 
extent to which we strengthen the forces of democracy will be the measure of 
our success in winning the peace.’’] 

JorpAN (H. P.) (Ed.). Problems of Post-war Reconstruction. 
Washington, D.C.: American Council on Public Affairs, 1943. 9”. 
Pp. 292. Cloth bound $3.25. Paper bound $2.75. 

[This joint study includes sections entitled In Quest for Peace, with chapters 
by Clyde Eagleton and Howard Becher; Problems of the Old World by Kenneth 
Deacon, Oscar Falnes, and Hans Aufricht; The Western Hemisphere by Donald 
McConnell, Erich Hula and Henry P. Jordan; Government and Business by Lois 
MacDonald, George Hirschland, Richard Schueller, and Harvey Pinrey; The 
Paradox of Power Politics by Charles Hodges. ] 

Lane (F.C.). Andrea Barbarigo, Merchant of Venice, 1418-1449. 
Baltimore, Maryland: Johns Hopkins Press, 1944. 9”. Pp. 224. 
$2.25. 

[To be reviewed. ] 





1945] RECENT PERIODICALS AND NEW BOOKS 157 


Mayer (J.). Postwar National Income: its probable magnitude. 
Washington, D.C.: Brookings Institution, 1944. 8”. Pp. vi+34. 
50 cents. 

[This pamphlet puts the post-war national income of the U.S.A. at no more 
than $123 billions on a net basis. ] 

Mosak (J. L.). General-Equilibrium Theory in International 
Trade. Bloomington, Indiana: Principia Press (Chicago: Cowles 
Commission for Research in Economics), 1944. 94”. Pp. xiii + 187. 
$2.50. 

[To be reviewed.] 

Movutron (H. G.) and Martto (L.). The Control of Germany and 
Japan. Washington, D.C.: Brookings Institution, 1944. 9’. Pp. 
xi+ 116. $2.00. 

[The conclusion of this book, after examining in detail the practicability of 
exercising control by a wide variety of means over Germany and Japan, is that 
the U.S. has a choice between two alternatives—a collective programme for 
preventing German and Japanese re-armament or an independent defence system 
adequate to preserve U.S. freedom. It is the view of Dr. Moulton that only the 
former course can preserve U.S. national independence and the system of free 
enterprise. ] 

NatHan (R. R.). Mobilizing for Abundance. New York: 
McGraw-Hill, 1944. Pp. xviii + 228. $2.00. 

[To be reviewed. ] 

NaTionaL Piannine AssociaTION. Planning Pamphlets Nos. 
36, 37-38. Washington, D.C.: National Planning Association, 1944. 
74”. 25 cents. 

[No. 36 in the series of N.P.A. pamphlets, Europe’s Uprooted People, is a con- 
tribution to the discussion of the vast problem of the relocation of the displaced 

pulations of Europe. The numbers involved have been variously estimated at 

tween 20,000,000 and 30,000,000; but no one denies the seriousness of the 
situation nor the importance to the future peace of the world of finding a solution. 
The subjects discussed include the nature and extent of the displacement, the 
instruments of relocation, the tasks of relocation, aspects of repatriation, possi- 
bilities of absorption, immigration and refugees and group settlement. No. 37- 
38, America’s new Opportunities in World Trade, after emphasising the funda- 
mental changes in the U.S. foreign trade position, approaches the problem of U.S. 
exports from the practical angle of how foreigners shall be provided with the 
dollars to pay for them. It starts from a foreign trade budget for 1950 on a pre- 
war basis which assumes an excess of receipts on merchandise account of $2 
billions and, after allowing for invisibles, assumes that the U.S. would lend, long 
and short, $1-7 billions annually. Under such a system, the demand for U.S. 
exports would be limited, not by foreign demand, but by shortage of dollars : 
exports could not exceed the estimated $5 billions of imports plus $2 billions of 
invisibles and lending. On the other hand, savings may amount to $25-$30 
billions annually, of which only $20 billion may be investable internally. This 
leads to a modified budget for 1950, providing for $3-7 billions of long and shoyt 
lending, and a favourable balance of merchandise trade of $4 billions, with U.S. 
imports raised only from $5 billions to $6 billions, but exports from $7 billions 
to $10 billions. Have the authors really thought through the repercussions of all 
this on the internal economies of the rest of the world? Have they taken full 
account of the probable willingness of countries to permit this immense borrowing 
if the U.S. impo od gen d y is fundamentally unchanged, and expanded only to the 
extent of the added demands of fuller employment ?] 


NEUMANN (J. von) and MorGENSTERN (0.). Theory of Games and 
Economic Behavior. Princeton: Princeton University Press (Oxford 
University Press), 1944. 9”. Pp. xviii + 625. 66s. 6d. 

[To be reviewed. ] 

Normano (J. F.). Asia between two World Wars. New York: 
Iranian Institute and School of Asiatic Studies, 1944. 9”. Pp. 
xi+ 89. $2.00. 

[The book forms vol. I of the ‘* Proceedings of the graduate saminar on econo- 
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mic problems of Asia,’’ edited by the Iranian Institute and School of Asiatic 
Studies in New York. In the author’s words “this little volume does not offer 
an investigation of facts and lays no high claim to originality or to completeness 
in fact-finding.’’ Much of the space is taken up by quotations from general 
literature but the illustrations have been selected carefully. The author concen- 
trates his attention on the Far East, whereas Persia, Afghanistan and Turkey are 
dealt with in three pages. He distinguishes between the capitalist and anti- 
capitalist trends in the new economic forms in Asia. The second class is con- 
ditioned by the traditional pre-capitalist influences and the survival of ancient 
civilisations (mostly non-individualistic), as well as by the new influences from 
abroad, namely the ideas coming from Soviet Russia, and partly from Nazi- 
Fascist sources, as in Japan the economic structure of which is described by the 
author in more detail. ] 


Petrie (J. R.). The Regional Economy of New Brunswick. A 
Statistical Analysis. Fredericton, New Brunswick: Committee on 
Reconstruction, 1944. 10’. Pp. 394. 


[A detailed statistical survey of the New Brunswick economy, which deals 
with the long-term trends, with the position in 1941, the forces that have shaped 
it, and the impact of war upon it.] 


Poppte (C.8.). Development of Two Bank Groups in the Central 
Northwest. A study in bank policy and organization. Cambridge, 
Mass.; Harvard University Press (Oxford University Press), 1944. 
8)”. Pp. xxv + 418. 25s. 6d. 

yy account of the development of banking in the Minneapolis and St. Paul 
area. 


A Postwar Federal Tax Plan for High Employment. New York: 
Research Committee of the Committee for Economic Development, 
1944. 113”. Pp. 47. 


[The purpose of this scheme is to provide a system of taxation for the U.S. 
which will facilitate the creation of 7 to 10 million more jobs than before the 
War. To this end it is proposed: ‘‘ first, the graduated income tax should pro- 
vide at least half of the total federal revenues needed, with a rate structure which 
would give taxpayers at all levels of income marked relief from the present heavy 
burdens; second, excise and sales taxes should be lightened as much as total 
revenue needs will permit; third, taxation applied directly against business 
operations should also be lightened, as much as total revenue needs will permit ; 
fourth, in so far as possible, serious inequities of the present tax system should be 
removed; fifth, federal taxation should be heavy enough both to end the long 
uninterrupted rise in the federal debt, and to produce surpluses which will make 
possible substantial debt reductions, when a satisfactory high level of production 
and employment has been reached.’’} 


Readings in Business Cycle Theory. Philadelphia: Blakiston 
Company, 1944. 8}”. Pp. xvi+ 494. $3.75. 


[This is the second volume in the series of Republished Articles on Economics 
which is designed to make more accessible to university students and others the 
most valuable contributions to theory which appear in periodicals. The present 
series has been edited by a committee under the chairmanship of Prof. Haberler. 
For English students, the omission of any contribution by Lord Keynes, of Mr. 
Kahn’s well-known article on the Multiplier, of any of the recent work of Mr. 
Kaldor, Mr. Kalecki, or other economists outside America, makes the collection 
considerably less valuable than it might have been. Indeed, even for American 
use it is surprising that English work is represented only by the critical survey of 
modern monetary controversy by Prof. D. H. Robertson, by an article of Mr. 
Hawtrey of 1926, and by an extract from Prof. Hayek. ] 


ScHNEIDERMAN (H.) (Ed.). The American Jewish Year Book, 5705. 
September 18, 1944 to September 7, 1945. Vol. 46. Philadelphia : 
Jewish Publication Society of America, 1944. 7”. Pp. 620. $3.00. 


[A review of the events of the year as they have affected the Jews in all parts 
of the world. ] 
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Sonne (H.C.). A Preview of National Budgets for Full Employ- 
ment “‘ Model T.”” Washington, D.C.: National Planning Association, 
1944. 10’. Pp. 30. 

[This paper, by the Chairman of the Executive Committee of the N.P.A. 
Board of Trustees, was presented to a joint meeting of the Agriculture, Business, 
Labor and International Committees of the Association in June, 1944. It 
represents an attempt to see what would be produced by 60 million Americans 
in jobs, how it would be distributed between factors of production and forms of 
expenditure on various assumptions about government finance, and which of 
various alternative models is the most practicable and desirable. ] 

ZANDT (J. PARKER VAN). Civil Aviation and Peace. Washington, 
D.C.: Brookings Institution, 1944. 9”. Pp. x + 157. $1.00. 

[To be reviewed. ] 


French. 


GUIGNABAUDET (P.). La Monnaie Rationnelle. Le probléme 
monétaire intérieur. Paris: Librairie Plon, 1944. 9”. Pp. 585. 
[To be reviewed. ] 


Official. 
BRITISH. 

Accounts relating to the Export Trade of the United Kingdom for 
the Years 1938, 1942 and 1943. Pp. 62. 

Accounts relating to the Export Trade of the United Kingdom for 
the Years 1939, 1940 and 1941. London: H.M. Stationery Office, 
1944. 94”. Pp. 56. 1s. each. 


[These represent convenient summaries of British exports in all years since 
1938, in a form which makes it particularly easy to find the totals in the Classes 
and Groups as well as for individual items and main destinations. ] 

Local Government in England and Wales during the Period 
of Reconstruction. London: H.M. Stationery Office, 1945. 9}’. 
Pp. 19. 44d. 

[This White Paper was presented in fulfilment of a promise to indicate the 
broad lines on which the Government is thinking of amending the machinery of 
the Local Government Act of 1933, relating to adjustments of status, boundaries, 
and areas. ] 

Ministry of Health. A National Health Service. London: H.M. 
Stationery Office, 1944. 94”. Pp. 85. Is. 

[This is the White Paper on the Government health scheme. The subjects 
discussed are: The Present Situation; A Comprehensive Service for all; The 
General Administrative Structure of the Service; Hospital and Consultant 
Services; General Practitioner Service; Clinic and other Services; The Service 
in Scotland and Payment for the Service.] 

Report of the Cotton Textile Mission to the United States of America, 
March-April 1944. London: H.M. Stationery Office, 1944. 9}”. 
Pp.x +77. 1s. 3d. 

[To be reviewed.] 


Report of the United Kingdom Opencast Coal Mission to the United 
States of America, December 1944. London: H.M. Stationery Office, 
1945. 94". Pp.16. 3d. 

[To be reviewed. ] 


Statistics relating to the War Effort of the United Kingdom. 
London: H.M. Stationery Office, 1944. 93”. Pp. 64. Is. 

[The Government are greatly to be congratulated on the production of this 
White Paper. It not only throws a mass of light on the very great achievements 
of this country in the field of munitions production, it also provides all economists 
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with the essential data, of much of which they had for four years been deprived, 
regarding the man-power in industry, the production of raw materials, the use 
of land, the losses of merchant shipping, the volume of imports and exports, 
detail of civilian expenditure, and of the sources of war finance.] 


AMERICAN. 


Post-war Readjustments, Bulletin No. 11. Freedom and the Free 
Market Inseparable. Washington, D.C.: Chamber of Commerce of 
the United States of America, 1944. 7}”. Pp. ll. 5 cents. 

[The key-note of this pamphlet, by Dr. E. P. Schmidt, is that ‘‘ economic 
freedom and political freedom are inseparable . . .”’ ‘‘ Omnipotent government 
envelops a people when the unfettered market is not allowed to do its job.’’] 


LEAGUE OF NATIONS. 


International Currency Experience. Princeton : League of Nations 
(London: Allen & Unwin), 1944. 9”. Pp. 249. 12s. 6d. 
[To be reviewed. ] 


INTERNATIONAL LABOUR OFFICE. 

ConDLIFFE (J. B.) and Stevenson (A.). The Common Interest in 
International Economic Organisation. Montreal: International 
Labour Office (London: King & Staples), 1944. 93”. Pp. iii + 135. 
68 


; [Reviewed in this issue.] 


Constitutional Provisions concerning Social and Economic Policy. 
Montreal: International Labour Office, 1944. 10’. Pp. lix + 755. 
20s. 


[This compendious work of reference is a collection of constitutional provisions 
relating to social and economic policy, covering the imposing total of 450 countries 
and governmental units, ranging from Great Britain (beginning with M 
Carta and ending with the Colonial Development and Welfare Act of 1940), 
U.S.A. and U.S.S.R. to the Vatican City and Mount Athos. Before the war the 
I.L.O. published in systematic form the international obligations and standards 
developed over the previous two decades under the auspices of the I.L.O. (in 
The International Labour Code 1939). Periodically (in the Legislative Series) the 
texts of the most important laws and regulations affecting labour in the various 
countries were made available. But there has been no corresponding collection 
hitherto of the social and economic provisions to be found in constitutional form. 
These texts of constitutional instruments are preceded by the texts of recent 
international declarations of policy, such as the Atlantic Charter and the Final 
Act of the United Nations Conference on Food and Agriculture of June 3, 1943.] 


Social Policy in Dependent Territories. Montreal: International 
Labour Office (London: King & Staples), 1944. 9”. Pp. vi + 185. 
4s. 


[This study was prepared by Mr. Wilfrid Benson of the International Labour 
Office following on the recommendations for minimum standards of social policy 
in dependent territories passed at the I.L.O. conference in Philadelphia. The 
first part of the book is concerned with giving a brief picture of the inter-war 
period, with particular ee on labour policy. The present situation is then 
studied, and the changes that have taken place as the result of five years of war: 
changes which “‘ have taken place rapidly enough to justify the conclusion that 
@ new colonial situation has been created.’’ It was the realisation of the fact of 
this new situation which brought the problem before the attention of the con- 
ference. The underlying principle of their discussions was that there must be 
not merely ‘‘ regard for the welfare of colonial peoples, but also the will to obtain 
their effective association in the establishment of material and cultural well-being. 
Unless a positive share in forming and executing policy is offered to and is asked 
of the peoples consonant with their own ethos, even beneficent policies will once 
again mean that dictation comes from abroad; the policies will be met with 
indifference or will provoke hostility among the peoples whose partnership it is 
necessary to secure; plague spots of potential discontent will remain from which 
disease carriers may infect world peace.’’] 
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